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Charter for Victory 
By Proressor I. CLuNiEs Ross 


(Being a resume of an address delivered at the Annual General Meet- 
ing of the Commonwealth Institute of Accountants, N.S.W. Division 
on Wednesday, 4th March, 1942) 


To most of us, the achievements of the Japanese during the past three 
months are astounding. If allowed to retain the vital resources taken 
during that period, Japan would be independent. 

Underlying the Japanese success was an idea that the Japs. had a 
positive goal—that of becoming a master race. It had been said that, 
to us, this was “just one more war,” but to Germany and Japan, and 
also to Russia and China, the war was a crusade. The people of those 
countries were fighting for a destiny; they were fired with a vision of 
a new world. We appeared to need some such spirit of determination 
and zeal inspired by a vision of something better than we had enjoyed in 
the past. It was not enough to say that we were fighting for all those 
things that were dear to us—for the preservation of the status quo as we 
knew it. It seemed necessary that, to light the flame of fervour to match 
the crusader spirit of the enemy, we required an offensive spirit founded 
on a confidence that the existing economic order would be replaced by 
something far better. The principle of self government for all countries 
who could live their lives in their own way, as outlined in the Atlantic 
Charter, is worth fighting for, but there are doubts in the minds of many 
people concerning the prospect of giving effect to that principle. While 
such doubts exist, there can be no conviction that we can attain the goal 
for which we are fighting. 

In war time, work could be found for all. It should be possible to 
find employment and a decent standard of living for everyone in peace 
time. This should be the goal to fight for—a new order that would 
embrace : 

No more depression ; 

No more unemployment ; 

No more privilege, except the right to work and to live; 
Free education for all; 

Maintenance of Health; 

Abolition of slums. 


Some of these things may sound fanciful at the present time, but they 
were not impossible of achievement. If we had the conviction that they 
could be done, and the confidence that they would be done, we would 
be fired by a spirit of greater determination to win the war. A start could 
be made by guaranteeing to every incapacitated serviceman, and to 
widows of deceased servicemen, a pension equal to the basic wage. 

All of these things could be achieved by us and this goal should be 
our “Charter for Victory.” 
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The Victorian Auditor-General’s Report 
for 1940-1941 


By A. A. FitzGERALp 


Auditors’ reports need not, and ought not, be lifeless documents. They 
should uncover irregularities and inconsistencies in practice, breach of 
accounting principles, and any failures to show clearly and unambiguously 
the results of operations. They ought also to point the way to improve- 
ments in accounting practices, and in the presentation of accounting 
statements. 

Mr. Peverill’s report for 1940-41 is a remarkably good illustration of 
how things can be done. It is so good in fact, so clearly and at times even 
forcibly expressed, that one wonders how his recommendations can be 
ignored, but, judging by past experience, many of the recommendations 
are likely to be ignored, for some of the more important matters with 
which it deals have been reported year after year in the past, without 
leading to the action which ought to follow. 

One wonders whether these reports are ever carefully read by the 
legislators for whose information they are prepared. There are reasons 
which to some extent excuse, even though they do not justify, an aver- 
sion from a thorough reading of such documents. 

At first sight, it is a formidable and complex document. It covers 
almost one hundred pages of text and more or less lengthy financial state- 
ments, interspersed in such a way that concentration is necessary if the 
text is to be read and understood even by a person skilled in accounting. 
Admittedly, it is difficult to separate the text from the financial state- 
ments and tabulations to which it refers, but it might be helpful to the 
busy men who should read it if there could be a greater degree of separa- 
tion of text and financial statements, the financial statements being 
shown in appendices, instead of interspersed throughout the narrative. 

Alternatively, the very clear and useful resume with which the report 
ends might be placed at the beginning of the report instead of at the close. 
In the beginning of the report, it would certainly command attention and 
be read. In its present position, it is likely that the reader might not get 
that far. 

There is a wealth of material in the report which should be of interest 
to any taxpayer or student of public finance. There is much of particular 
interest to accountants. 

As in previous reports for many years past, the question of deprecia- 
tion of the assets used in the business undertakings of the State occupies 
a prominent place. The year 1940-41 was a relatively prosperous year 
for the State of Victoria, so far as the public finances are concerned—so 
prosperous indeed that, in some of the more important business under- 
takings, adequate amounts were set aside as provision for replacements! 

The pernicious doctrine that depreciation charges depend upon the 
result of operations, instead of being in themselves an important con- 
tributing cause of the result of operations, apparently dies hard. This 
year, for example, £525,000 was provided as a contribution towards Rail- 
way Replacement Fund. The statutory provision is £200,000. The pro- 
vision which has been made is apparently the amount which the Commis- 
sioners regard as a proper charge for plant wastage. 

This year something like the right thing has been done, but one doubts 
whether this indicates that our legislators have yet been converted to the 
view that depreciation ought to be provided for in bad years as well as 
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good. As Mr. Peverill puts it “This position is a most satisfactory 
achievement, but it is wrong in principle that the provision for replace- 
ment which is so essential to sound finance should be dependent on the 
state of finance at the end of the year.” 

If £525,000 or thereabouts is a proper charge for plant wastage in the 
Victorian Railways, the statutory contribution should be £525,000, and 
not £200,000. Depreciation on wasting assets is an inescapable fact. It 
does not depend on the whim of legislators or on the buoyancy or other- 
wise of the revenue from the undertaking. 

Point is lent to this criticism when one turns to consider the position 
of the Country Water Supply undertaking. In this undertaking, the 
Act provides that the Commissioners shall raise by means of annual rates 
and charges moneys to provide for the depreciation of plant and struc- 
tures, and that the sum so raised must be paid to consolidated revenue 
or, to such extent as the Treasurer directs, to the depreciation fund. For 
1940-41, £50,000 was paid to the depreciation fund—a larger sum by 
£6,000 than the Commission itself estimated—but for 1939-40 no contri- 
bution whatever was made. Country water supply is far from being a 
prosperous undertaking, and like the railways, adequate provision for 
depreciation apparently must await a fiscal year with a substantial 
surplus. 

The treatment of depreciation as a deduction of an arbitrary amount 
to be deducted from revenue, instead of a determinable amount to be 
included in costs is a novel and startling accounting concept. 

The same fallacious reasoning as to the nature of depreciation is 
indicated in the accounts of the Melbourne and Metropolitan Board of 
Works, as to which Mr. Peverill comments: 

“The revenue position again being favourable, the Board continued 
its policy of writing off over-valued assets through Revenue Account.” 

Presumably, if the revenue position had not been favourable, the 
policy would not have been continued, but if assets are over-valued they 
ought to be written down whether revenue is favourable or not. 

Other instances could be quoted from the report to show that no 
principle is consistently applied in the various business undertakings 
in regard to the treatment of depreciation. 

Basically, the published accounts are cash statements, and it is admit- 
tedly difficult to devise a satisfactory procedure for handling deprecia- 
tion in a cash statement. 

In commercial undertakings, the modern view of depreciation charges 
is that they represent costs incurred in advance and matched against 
the resulting revenue as the revenue is brought to account. That view 
implies the preparation of a Profit and Loss Statement. Where a 
cash statement only is prepared, it is not so easy to handle depreciation. 
There is a natural tendency to regard depreciation as synonymous with 
replacement of assets. Thus, Mr. Peverill, in dealing with the accounts 
of the Government Printer, says “For the year 1941-42, a sum of £750 
has been placed on the estimates to provide a fund for replacement of 
machinery purchased towards the end of the financial year from loan 
moneys. It is considered that this principle is correct in relation to 
government trading activities and should be extended as further plant is 
acquired.” 

What happens when assets are not replaced? Their original cost has 
been used up, and ought to be made good out of revenue. 

The setting up of a replacement fund is, therefore, not a thoroughly 
satisfactory solution to the problem, but at least it goes part of the way, 
and the Auditor-General is to be complimented upon his insistence that 
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adequate provision should be made for replacement of assets by setting 
aside and separately investing proper amounts in each year, whether the 
undertaking in question be experiencing prosperous times or not. 

The Auditor-General has pertinent comments to make also on the 
vitally important question of the control by Parliament over expendi- 
ture. The emergency of the depression resulted in the departure from 
traditional methods of control in the setting up of Unemployment 
Relief funds. That emergency has now passed, and Mr. Peverill again 
draws attention to the desirability of bringing Unemployment Relief 
expenditure within the scope of the annual Appropriation Act. He 
emphasises also the value of a Public Accounts Committee, a useful 
agency of parliamentary control which was dispensed with from 1931 
onwards on grounds of economy. 

Interesting comments are made on the different methods adopted in 
connection with Railways and Country Water supply for dealing with 
loan liability, which is not represented by revenue-producing assets. 

In the Railways thirty million pounds was “written off” some years 
ago. The writing off, of course, did not affect the State’s liability to 
continue to pay interest on the loan moneys, and its treatment in this 
way has a tendency to obscure the true position. 

In the Country Water Supply, instead of “writing off,” a substantial 
amount of capital was transferred to an account styled “Capital Expen- 
diture borne by the State.” As to this treatment, Mr. Peverill com- 
ments “The interest and sinking fund charges payable by the Treasurer 
are in no way reduced by this allocation of the capital outlay. It is, 
however, something more than a matter of bookkeeping. The Water 
Act imposes a duty on the Commission of so fixing rates and charges 
within districts that assessments raised will be in close agreement with 
the costs consisting of management, maintenance, depreciation, interest 
and redemption charges. The reduction in the capital to be borne by 
the various districts, and the authority given by Act No. 4513 to transfer 
certain losses to the State have made the discharge of this duty a 
practical possibility.” 

In other words, this treatment, whilst it preserves a clear record of 
the total capital expenditure, makes the distinction between costs and 
losses which is fundamental in modern cost accounting. 

An interesting summary on page 71 shows the results of various 
business undertakings on a commercial accounting basis, as compared 
with a cash basis. The total result is a net loss of £67,910, on a com- 
mercial accounting basis, as compared with a net loss of £269,790 on a 
cash basis. The comparison emphasises the risk of erroneous conclu- 
sions being drawn from an examination of cash statements only. 

In his comments on page 39 on the accounts of the Grain Elevators 
Board, Mr. Peverill has an interesting note about the natural business 
year. June 30 is an unsuitable date for the balancing of the accounts of 
this Board, and Mr. Peverill suggests that the Act should be amended to 
authorise the adoption of an accounting year ending on October 31. 
It is to be hoped that this part of the report at least has been read by 
the Taxation Commissioners, who have shown a disposition to insist 
upon the adoption of June 30 as a standard balancing date for all 
companies. Sauce for the goose is sauce for the gander! The natural 
business year is the appropriate accounting period for many companies, 
as it is for the Grain Elevators Board. 

Another comment which will arouse a sympathetic echo in most 
accountants’ offices is the comment on page 74 as to the difficulty of 
carrying on auditing work in present conditions—“Work undertaken 
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by the State on behalf of the Commonwealth has added to the normal 
duties of this office. Enlistments, service under the defence training 
scheme, transfers of officers to the Commonwealth and promotions to 
other Departments have combined to keep the staff below its minimum 
requirements. In these difficult circumstances, I have received unre- 
mitting support from the members of the staff. Within the limits of 
prudence expedients have been adopted temporarily to reduce the work 
entailed in certain audits. None the less delays in carrying out statutory 
duties of audit have ensued. Representations have been made to the 
Public Service Board from time to time, and the Board is doing much 
to remedy the position.” 

Mr. Peverill has an eye to the possibilities of improvements in account- 
ing routine. He advocates, in connection with Country Water Supply, 
the mechanisation of the accounting system on the revenue side, and 
believes that it would result in increased efficiency and serve as a safe- 
guard against the possibility of losses and defalcations. 

These are some only of the points of interest in the report, which 
deserves the close attention of every accountant in Victoria, or indeed 
in the Commonwealth. 

So much has been said by way of appreciation of the report that one 
may be forgiven for closing this brief examination on a note of mild 
criticism. 

The remarks on page 69 as to the increased burden on revenue of the 
operations of a fixed exchange rate and the reference to an adverse 
exchange rate seems to do less than justice to a device which played a 
very useful part in bringing Australia out of the depression period. 





Correspondence 


“ACCOUNTING CONCEPTS IN AUSTRALIAN LEGISLATION” 


By A. CLunies Ross, B.SC., F.I.C.A. 


The Editor, The Australian Accountant 
Sir, 

There is much in the abovementioned article for Accountants to con- 
sider, likewise, much to occasion doubt as to our present standards in 
Australian accounting. 

The final thought which arose in my mind on concluding the reading 
was whether we shall allow our concepts to remain static, or enlarge 
upon them by dynamic application. 

Is the time opportune to start upon reconstruction of Australian 
accounting procedure so that we may meet the “Post-War social organisa- 
tion” conditions in a more able manner? 

I should imagine that whatever economic system evolves, the then 
members of the profession will be more ably equipped to do a “good job” 
if they possess the necessary “modern accounting tools” to perform 
their tasks. The “dynamic” accountant of to-day should be competent 
to produce these tools. 

Yours, etc., 
L. W. CHANT. 


Sydney. 














THE AUSTRALIAN ACCOUNTANT 


Taxation Section 


Epitep By J. A. L. GUNN, F.I.C.A. 


VALIDITY OF COMMONWEALTH INCOME TAx ASSESSMENT ACT 
UNSUCCESSFULLY CHALLENGED 


A decision of outstanding importance has recently been given by the 
High Court in Resch v. Federal Commissioner of Taxation (1942) 
2 A.LT.R. 231. 

The taxpayer who appealed and another member of Resch’s Limited 
formed the only two substantial shareholders of that company. In 1929 
an arrangement was made with Tooth & Co. Ltd. by which the latter 
should acquire the business of Resch’s Ltd. As a result the following 
steps were taken. Tooth & Co. Ltd. took over the assets of Resch’s Ltd. 
except certain investments. Resch’s Ltd. went into voluntary liquida- 
tion. Tooth & Co. Ltd. handed a cheque for almost the entire amount 
at which the assets were purchased to the liquidator, who gave corre- 
sponding cheques for half each to the taxpayer and the other shareholder. 
They applied for shares in Tooth & Co. Ltd. to be issued at a premium, 
thus giving a sum which would cover the purchase money so paid, and 
handed over to Tooth & Co. Ltd. accordingly their respective cheques. 
The resolutions for voluntary winding-up were confirmed as special 
resolutions on 31 July, 1929, and on that day the whole transaction 
was completed. 

Section 16B of Commonwealth Act of 1922-1930 provided as follows: 

“16B.—Where in the course of the winding-up of a company a distribution is 
made by the liquidator to the members or shareholders, the amount distributed 
shall, to the extent to which it represents income derived by the company (whether 
prior to or during liquidation) which would have been assessable in the hands 
of the members or shareholders if distributed to them by a company not in 
liquidation, be deemed to be assessable income of the members or shareholders 
derived in the year in which the distribution is made . . .” 

(N.B. cf. s. 47 of the present Act which provides for liability to 
Commonwealth income tax of “distributions to shareholders of a com- 
pany by a liquidator in the course of winding-up the company, to the 
extent to which they represent income derived by the company.”’) 

A large part of the abovementioned purchase money represented 
reserves of profit of Resch’s Ltd. and the Commissioner of Taxation 
contended that there was a distribution of those profits in the winding- 
up of Resch’s Ltd. and that the taxpayer and his fellow member became 
liable to include them in their respective returns of assessable income 
derived in the year then current. 

The appellant attacked the validity of the Income Tax Act 1930. He 
based his attack on the ground that more than one subject of taxation 
was included within the tax imposed by the statute, so that it contravened 
s. 55 of the Constitution. 

The contention was that by s. 16B and by some other provisions, the 
Income Tax Assessment Act 1922-1930 attempts to bring into assessable 
income a number of capital receipts, and by doing so provides two subject 
matters for the tax imposed by the Taxing Act, viz., income and capital 
receipts. 

The High Court held: 

(i) that for purposes of s. 55 of the Commonwealth Constitution, the 
subject of the Income Tax Acts 1930 and the Income Tax 
Assessment Act 1922-1930 is wide enough to extend to profits 
or gains without distinguishing between profits or gains in the 
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nature of income in the strict sense and capital profits or gains. 
Those Acts, therefore, whether regarded singly or in their 
joint effect, do not violate s. 55 by dealing with more than one 
subject of taxation. In particular, the provisions relating to the 
distribution of capitalised profits (ss. 16(b) (ii), 16B); pre- 
miums obtained on grant or assignment of a lease (s. 16(d) ), 
and the value of stock in trade or live stock realised as part of 
the sale of a business (s. 16(h) ) do not introduce a second 
subject of taxation. 

(ii) that the insertion in a taxing Act of a provision having a suffi- 
cient connection with and relevance to the substantial subject of 
taxation does not introduce a new subject of taxation. 

Per Dixon, J.: 

(a) Section 55 of the Constitution does not limit the legislature 
in passing a taxing Act to a choice of the categories of 
taxes adopted by economists or lawyers or for other pur- 
poses. The legislature is free to choose its own subject. 

(b) The subject of the income tax is the substantial gains of 
persons or enterprises considered over intervals of time 
and ascertained or estimated by standards sufficiently just, 
but nevertheless practical and sometimes concerned with 
avoidance or evasion, more than with accuracy or precision 
of estimation. 

(c) “The decisions of the Court do not deny that an enactment 
which offends against the second paragraph of s. 55 of the 
Constitution is invalid.” 

Per Starke, J.: The question whether an Act of the Common- 
wealth imposing taxation is void if it deals with more than one 
subject of taxation has never been actually decided. 

The following is an extract from the judgment of Dixon, J.: 

“The instances of this (i.e., the bringing into assessable income 
of a number of ‘capital receipts’) upon which reliance is placed 
are as follows: 

“(a) In the assessable income of a shareholder is included the 
paid-up value of shares distributed by a company repre- 
senting the capitalisation of profits, subject to certain 
exceptions (s. 16(b) (ii) ). 

“(b) There is also included the amount which may be obtained 
by way of premium or the like by a lessor on the grant 
of a lease or by way of consideration for the assignment 
by an assignor of a leasehold interest, subject, in the 
latter case, to a right of deduction in the same or previous 
assessments of any consideration paid for the acquisition 
of the lease (s. 16(d) ). 

“(c) The assessable income includes too that part of the amount 
obtained on the sale of the assets of a business which 
represents the sale value of stock in trade or of live stock 
(s. 16(h) ). 

“(d) Then there is the provision under which the present 
appellant has been assessed (s. 16B). In addition certain 
provisions which the Court has already held to involve 
no violation of s. 55 were mentioned, viz., those dealt with 
by Cornell’s Case (11) ((1920) 29 C.L.R. 39) (s. 21), 
the British Imperial Oil Cases (12), (13) ((1925) 35 

C.L.R. 422); ((1926) 38 C.L.R. 153) (s. 28), and the 
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Colonial Gas Co.’s Case (14) ((1934) 51 C.L.R. 172) 
(s. 20 (2)). In my opinion it is not possible at this date 
for the Court to say that the Assessment Act provides 
more than one subject of taxation for the annual Taxing 
Acts to ‘deal with.’ 


“The decisions of the Court do not deny that an enactment 
which offends against the second paragraph of s. 55 of the 
Constitution is invalid. But they uniformly refuse to give to 
the words ‘one subject of taxation’ any narrow or inflexible 
application. The purpose of s. 55 was to protect the Senate 
from any possible abuse of the restriction placed upon it by 
s. 53, which provides that the Senate may not amend proposed 
laws imposing taxation. The protection consists in ‘guarding 
the Senate from compulsive acquiescence in one tax by the 
moral necessity of passing another distinct tax. To secure that 
end the test is unity of subject-matter of taxation in each 
measure, so that each proposed tax may be fairly considered 
on its merits’ (per Isaacs J., in Harding v. Federal Comr. of 
Taxation (1917) 23 C.L.R. 119, at p. 134). 

“The expression ‘subject of taxation’ appears to suppose that 
some recognised classification of taxes exists according to 
subject-matter. But in fact that was never so. Economists and 
lawyers have for their different purposes referred taxes to 
categories, the one for their incidence and economic consequences 
and the other for the legal mechanism employed to secure their 
collection and for their operation upon the creation, transfer 
and devolution of rights. But these are not the considerations 
to which s. 55 is directed. It is concerned with political rela- 
tions and must be taken as contemplating broad distinctions 
between possible subjects of taxation based on common under- 
standing and general conceptions, rather than on any analytical 
or logical classification. 

“The practice of the British Legislature and of Dominion 
and Colonial Legislatures may serve as a guide in determining 
whether a provision of a given kind is regarded as falling within 
a particular subject-matter. What is the subject of the tax 
must be gathered from a general consideration of the enact- 
ment or enactments in question, remembering, however, that 
it is for the legislature to choose its own subject and that its 
choice is’ fettered neither by existing nomenclature nor by 
categories that have been adopted for other purposes. 

“Where the main or substantial subject of the tax has thus 
been ascertained, then the question whether particular pro- 
visions directed at defining or widening the area or incidence of 
the tax or the liability to it or preventing avoidance or evasion 
or facilitating collection have in truth introduced a new or 
second subject must be determined by considering their natural 
connection with or relevance to the main subject. It having 
been ascertained that the subject of the land tax was the unim- 
proved value of interests, whether legal, equitable or substantive, 
of certain kinds in land when aggregated, no difficulty was felt 
in saying that no new subject was introduced by a provision 
requiring the inclusion in the assessment of a shareholder of 
so much of the unimproved value of the company’s land as bore 
the same proportion to the whole as his interest in the paid-up 
capital of the company did to the whole paid-up capital 
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(Osborne v. The Commonwealth ((1911) 12 C.L.R. 321), at 
pp. 335-40, 349-50, 355, 357, 362-4, 372-3; Morgan v. Deputy 
Federal Commissioner of Land Tax ((1912) 15 C.L.R. 661) ; 
A.-G. for Queensland v. A.-G. for Commonwealth ((1915) 20 
C.L.R. 148; 22 C.L.R. 322 P.C.). 

“The subject of the income tax has not been regarded as 
income in the restricted sense which contrasts gains of the 
nature of income with capital gains, or actual receipts with 
increases of assets or wealth. The subject has rather been 
regarded as the substantial gains of persons or enterprises con- 
sidered over intervals of time and ascertained or estimated by 
standards appearing sufficiently just, but nevertheless practical 
and sometimes concerned with avoidance or evasion more than 
with accuracy or precision of estimation. To include the annual 
value of the taxpayer’s residence owned by himself or used rent 
free and to fix it at 5% of the capital value has not been con- 
sidered to introduce a new subject (Harding v. Federal Comr. 
of Taxation ((1917) 23 C.L.R. 119). 

“To treat part of the undistributed profits earned during the 
current year as part of the assessable income of the shareholder 
imports no new subject (Cornell’s Case ((1920) 29 C.L.R. 
39). cf. Kellow-Falkiner Pty. Ltd. v. Federal Commissioner 
of Taxation ((1928) 34 A.L.R. 276), nor does it to substitute, 
in the case of a foreign controlled business, for taxable income 
ordinarily calculated a percentage of gross receipts fixed by 
the discretionary judgment of the Commissioner (British 
Imperial Oil Co. Cases ((1925) 35 C.L.R. 422; (1926) 38 
C.L.R. 153). 

“Moreover, the nature of the subject taxed is not changed 
merely because the actual liability to pay is imposed upon a 
person not necessarily enjoying the income or increase in wealth 
but on someone having, or obtaining, or having had a means or 
opportunity of, recoupment or indemnification, as, for instance, 
in the case of a foreign controlled business, the person carrying 
it on (British Imperial Oil Co.’s Cases supra), or, in the case 
of interest on debentures held by absentees or by unidentifiable 
debenture-holders, on the company or body liable to pay the 
interest (Colonial Gas Association v. Commissioner of Taxation 
( (1934) 51 C.L.R. 172) ), or, in the case of a business liable 
to war-time profits tax, on the transferee of the business 
(Federal Commissioner of Taxation v. Hipsleys Ltd. ( (1926) 
38 C.L.R. 219). 

“We ought, I think, to hold that all the particular provisions 
upon which reliance is placed, and to which I have referred, 
have a sufficient connection with and relevance to the sub- 
stantial subject upon which tax is imposed by the Income Tax 
Act 1930. They are in fact attempts to insure that where income 
or profit has been earned or wealth increased, those whom it 
advantages shall at some point or other incur a proper measure 
of liability to tax on that account, or in other words, that they 
shall not escape the consequent aggregation of taxable income. 
The distinction between profits of a capital nature and profits 
in the nature of income in the strict sense is not one which the 
Act maintains, nor is it a discrimination which the Legislature 
is bound to regard. Indeed, in the United States, under the 
16th Amendment, which speaks of ‘income,’ the term is con- 
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sidered to include all profits whether on account of capital or 
on account of income in the strict sense. In United States v. 
Stewart ( (1940) 85 Library Ed. of American L.R., at p. 27), 
Douglas J. says ‘ “income” is a generic term amply broad to 
include capital gains for purpose of income tax,’ citing Mer- 
chants’ Loan, etc., Co. v. Smietanka ((1920) 255 U.S. 509). 
On the other hand, a distribution of stock dividends in conse- 
quence of the capitalization of profits is considered to be a 
transaction in relation to capital and therefore outside the con- 
stitutional power (Eisner v. Macomber ( (1919) 252 U.S. 189). 
The Commonwealth enactment proceeds somewhat differently ; 
It treats the appropriation of income in order to effect the 
capitalisation as the occasion of taxing the shareholder. See 
James v. Federal Commissioner of Taxation ( (1924) 34 C.L.R. 
404) and Nicholas v. Commissioner of Taxes (Victoria) 
((1940) 2 A.I.T.R. 60). In requiring the inclusion of the 
paid-up value of shares distributed by a company representing 
the capitalisation of profits, s. 16 (b) (ii) does not appear to me 
to introduce a new subject of taxation. The subject is profits 
and the occasion is the appropriation of the profits to be used 
for the advantage of the shareholder.” 

His Honour went on to point out that provisions in the Act 
taxing : 

(a) premiums received on the grant of a lease; 

(b) net premiums received on the assignment of a lease; 

(c) the value of stock in hand or live stock sold as part of 

the assets of a business; 

do not introduce a second subject of taxation and do not, there- 
fore, invalidate the Act on the ground that it contravenes s. 55 
of the Constitution. 


MEANING OF Pustic HOSPITAL 

The Mater Misericordiae Hospital, Waratah, New South Wales, is 
divided into public, intermediate and private wards. Necessitous cases 
are treated free and the hospital is open to all classes and religious 
denominations. The land on which the hospital is erected is held in 
trust for The Sisters of Our Lady of Mercy. The hospital receives 
an annual subsidy from the New South Wales Hospital Fund. It is not 
under any form of public control (as distinguished from Departmental 
control under the Public Hospitals Act) and the income and property 
of the hospital are at the disposal of private, in the sense of non-public, 
interest and authority. 

It was claimed that the hospital land was exempt from rating by 
virtue of s. 132 (1) (d) of the New South Wales Local Government Act 
as being land belonging to a public hospital and used or occupied by the 
hospital for the purposes thereof. Held, by the New South Wales Full 
Court, that the land was so exempt: O’Connell v. The Council of the 
City of Greater Newcastle (1941) 58 W.N. (N.S.W.) 166. 

“In my opinion, in its present context, the phrase ‘public hospital’ 
means a hospital which is conducted not for private profit but primarily 
and substantially for the benefit of ordinary members of the general 
public or of an appreciably important class of such members: cf. Verge 
v. Sommervillz [1924] A.C. 496, at p. 499. Whether a particular insti- 
tution is a public hospital is a question of fact to be determined upon 
a consideration of all the relevant facts of the particular case, no one 
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fact being necessarily conclusive. Thus, evidence that admission is 
restricted to a particular class of non-necessitous persons would point 
to the hospital not being public. Evidence that members of the public 
who are able to pay for their treatment or to contribute towards its 
cost are expected or even required to do so would not prevent the institu- 
tion from being a public hospital, especially if any surplus realised is not 
diverted to private purposes. On the other hand, the fact that those 
concerned in the establishment or management of the institution derive 
pecuniary benefit from any excess of receipts over expenditure would 
point to the institution not being public, but would not necessarily be 
conclusive in every case: Girls Public Day School Trust Ltd. v. Ereaut. 
[1931] A.C. 12. This is not to say that the way in which the hospital 
is controlled is not a factor which may be taken into consideration. 
Indeed, the fact that a hospital was controlled by some public body, or 
if not so controlled was thought eligible to be brought under the pro- 
visions of the Public Hospitals Act 1929, and to be a participant in the 
benefits of the Hospital Fund, might well be regarded as a factor to be 
taken into consideration with others as pointing to its being a public 
hospital. But in every case the whole of the circumstances must be 
taken into account. The Ereaut case above cited emphasises the danger 
of treating any one factor as being necessarily determinative of whether 
an institution is a public institution.” Per Jordan C.J. 

In Public Trustee v. Hospitals Commission of New South Wales (56 
W.N. 198) Nicholas J. said that he saw “no reason in this age of 
specialisation why an hospital which receives patients suffering from 
only one type of illness or disease should not be a public hospital,” at 
pp. 199-200. 


Feperat Estate Duty 
Two recent decisions of the High Court 


(1) M settled by deed two life assurance policies upon his wife 
absolutely with a proviso that if she died before him the policies were 
to be held upon trust for M. M predeceased his wife. The High Court 
held that the policies or their proceeds were not part of M’s estate for 
the purpose of the Federal Estate Duty Assessment Act. Union Trustee 
Co. of Australia Ltd. v. F.C. of T. (1941) 15 A.L.J. 159. 

(2) T made certain cash gifts within one year of the date of his 
death. The money was converted into shares which cost £1 each, but 
on T’s death were worth only 18/- each. The High Court held that 
estate duty was payable on the value of the shares at the date of death 
of the deceased, viz., 18/- each. Trustees, Executors & Agency Co. Ltd. 
v. F.C. of T. (1941) 15 A.L.J. 299. 


PAYMENT For Monopoty VALUE 
Whether Capital or Income 


Under the English law, on the application for a Liquor Licence, it 
is the duty of the Licensing Justices to settle conditions for securing for 
the public the benefit of any monopoly value. If a licence is granted for 
more than one year, the Justices are authorised to assess the monopoly 
value for the number of years for which the licence is granted. 

In Kneeshaw v. Albertolli (1940) 23 Tax Cas. 462 the respondent, 
a restaurant proprietor, was granted a renewal of his beer and wine 
on-licence for three years, subject to a payment for monopoly value 
of £75, payable in three annual instalments. The English High Court 
held that the sums so paid were capital sums and were not allowable 
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deductions in computing the respondent’s profits for income tax pur- 
poses. “Whether the sum arrived at is for the entire monopoly value 
on an application for an annual licence, or for a part of the entire 
monopoly value on an application for a licence for more than one year, 
the sum assessed by the Justices is a capital sum. It may be the whole 
capital sum or it may be part of the capital sum, but the quality of the 
sum makes no difference, nor does the fact that it is payable in instal- 
ments prevent these instalments being capital for revenue purposes,” 
per Lawrence J., at p. 464. 


CHILD ALLOWANCE 


Under the English Act, child allowance is granted in certain circum- 
stances to a parent in respect of a child over 16 where he is serving an 
apprenticeship, etc. However, in all cases, i.e., a child under 16, a child 
at school, or a child serving an apprenticeship, child allowance is denied 
“in respect of any child who is entitled in his own right to an income 
exceeding sixty pounds a year.” In Miles v. Morrow (1940) 23 Tax. 
Cas. 465 the respondent’s son was an articled clerk to an accountant, 
to whom the respondent paid a premium of 400 guineas. During the 
relevant year the son received as salary from the accountant £35, and 
he also derived an annuity of £50. It was held by the English High 
Court that the £35 was not receivable by way of return of the premium 
but was part of the son’s income, which thus exceeded £60, and the 
respondent was not, therefore, entitled to child allowance in respect of 
the son. “I can find nothing in the Acts to show that the emoluments 
received by the boy are not his income in his own right. They are paid 
to the boy, not to his father, and they are paid to him for his services 
to his employer,” per Brown J., at p. 470. 


TAXATION OF COMPANIES AND DIVIDENDS UNDER NEw SoutTH 
Wates Act, 1941 


Important alterations have been made by the New South Wales 
Income Tax Management Act of 1941 and the complementary rating 
Act in connection with the taxation of incomes of companies and of 
dividends received by shareholders. 


Taxation of Companies 


The rates of ordinary New South Wales income tax payable by a 
company in respect of income year ended June 30, 1941 (or substituted 
accounting period), are: 


Resident companies .. .. .. .. .. 3/—iné 
Non-resident companies .. .. .. .. 3/6 in £ 


“Resident,” in the case of a company, is defined as “a company which 
is incorporated in this State or which, not being incorporated in this 
State, carries on business in this State and has either its central manage- 
ment and control in this State, or its voting power controlled by share- 
holders who are residents of this State.” 

The Government is evidently satisfied that the New South Wales 
Parliament can validly impose a higher rate of tax on non-resident 
companies. Section 117 of the Commonwealth Constitution prohibits 
discrimination against a resident of another State, but, apparently, the 
view is taken that s. 117 does not apply to companies. 

In addition, where a company, which is a resident, as defined above, 
has not, before the expiration of six months after the close of the year 
of income, distributed as dividends at least 50 per cent. of its taxable 
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income of that year, the company is liable to pay a further tax of 1/- 
in £ on the amount by which dividends (if any) paid out of that taxable 
income within such six months fall short of 50 per cent. of the taxable 
income, s. 138. 

Both public and private resident companies are liable to the further 
tax, which is illustrated by the following example: 








Taxable income for New South Wales purposes .. .. £48,000 
Deduct: One-half of £48,000 = £24,000 
Dividends paid .. .. .. 10,000 

34,000 

Subject to further tax at 1/- in £.. .. .. .. .. .. .. £14,000 





The company, being a resident, will therefore be required to pay in 
New South Wales income tax: 

Ordinary tax on £48,000 at 3/-in = .... .. .. .. £7,200 

Further tax on £14,000 at 1/-in f= .... ...... 700 


£7,900 





If the company had been a non-resident it would have been required 
to pay tax on £48,000 at 3/6 in £ = £8,400. 

If the company is a private company, whether resident or non- 
resident, it is liable to New South Wales private company tax under 
Division 10 of Part III of the Management Act on its undistributed 
income, as defined by that Division. However, in calculating the net 
private company tax payable, a deduction is allowed of any further tax 
paid under s. 138. 


Joint Assessment of Companies Abolished 


The previous New South Wales Act provided for the joint assess- 
ment of companies which consisted of the same shareholders, or where 
the shares in one company were wholly owned by another company, 
thus permitting a loss made by one company to be allowed as a deduc- 
tion against the income of another company. 

The above provisions are not contained in the 1941 Act. In his second 
reading speech, the Minister for Justice pointed out that companies are 
separate legal entities and there seemed to be no sound reason for con- 
tinuing the deduction, which is not granted under the laws of the Com- 
monwealth or of the other Australian States. 


Tax on Interest and Dividends Paid 
In addition to the foregoing New South Wales taxes, s. 169 of the 
1941 Act provides that where: 
(a) interest is paid or credited by a company to any person who is 
a non-resident— 

(i) on money secured by debentures of the company and used 
in New South Wales, or used in acquiring assets for use 
or disposal in New South Wales; or 

(ii) on money lodged at interest in New South Wales with 
the company ; or 

(b) a dividend is paid by the company to any person who is a non- 
resident out of profits derived by the company from sources in 
New South Wales, 
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the company is liable to pay income tax upon that interest or dividend 
at the undermentioned rates: 
(a) if paid to an individual who is a resident of Australia— 
(i) if aggregate payments during year of income 


do not exceed £200... .. ae we eed 
(ii) if aggregate payments exceed £200... .. .. 1/— in £ 

(b) if paid to an individual who is not a resident of Aus- 
ane .. «. + hr 6h anda be! tee te os Bees 
(c) if paid to a ‘company ee oe ae ee oe 


The following examples illustrate the hom provisions : 


Example (1) 
Individual Non-resident but Resident of Australia 


Tax payable 
by company 
Dividend, September, 1941 .. .. .. .. .. .. .. -. £100 £4 0 O 
(Rate of tax 6d. in £) 
ES, ks. de cow. we. ek 6: Me he we 
NS ee ee eee ee 
Rate of tax 1/- in £ 
Amount of tax on £280 = .. .. .. .. ... £14 0 O 
Less tax paid September, 1941 .. . 40 0 
£10 O 0 
£14 0 0 


Example (2) 
Individual Non-resident but Resident of Australia 


Tax payable 
by company 


Dividend, September, 1941 .. .. £80 Rateoftax6d.iné £2 0 0 
Interest, December, 1941 .. .. 40 Rate of tax 6d.iné 1 0 0O 
Dividend, March, 1942 .. .. .. 80 Rateoftax6d.iné 2 0 0 
Interest, June, 1942 20 


Total of Dividends and Interest £220 


Rate of tax 1/- in £ 


Amount of tax on £220 = .. .. . £11 0 0 
Less tax paid in ~—— and December, 
Torre, Me A, Te iw on oe ce oe ts 5 0 0 
—— 60 0 
£11 0 0 


Interest Paid 
The test of assessability under s. 169 is whether the money in respect 
of which the interest is paid is: 

(a) secured by debentures of the company, and used in New South 
Wales or used in acquiring assets for use or disposal in New 
South Wales; or 

(b) lodged at interest in New South Wales with the company. 
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The payer company is empowered to deduct and retain out of any 
moneys for the time being due or payable to the recipient or for the 
time being in its hands belonging to the recipient of the interest, so 
much as is necessary to pay the tax on the interest (s. 169 (2)). 

Where a company establishes, to the satisfaction of the Commis- 
sioner, that a person resident out of Australia can enforce payment 
without any deduction under s. 169 of interest on any such money 
secured by debentures or on money lodged at interest with it, s. 169 
shall not apply in respect of the interest paid or credited to that person 
(s. 169 (3)). 

Section 169 does not apply to any interest paid or credited to a com- 
pany which is carrying on business in New South Wales and which has 
a duly appointed public officer, unless the Commissioner otherwise 
directs, s. 169 (4). 


Denial of Deduction of Certain Interest 


Section 19 (s) exempts a non-resident of Australia from direct 
assessment in respect of interest received from a company on money 
raised out of Australia and secured by debentures of the company. On 
the other hand, s. 90 denies a deduction to a company of interest incurred 
on money raised out of Australia secured by debentures of the company. 

Thus, in respect of income year ended June 30, 1941 (or substituted 
accounting period), and subsequent years, a company will not receive 
a deduction for interest incurred by it on money raised out of Australia 
and secured by its debentures. The recipient will not be liable to direct 
tax thereon. Further, the company paying the interest is exempt from 
tax under s. 169 if it satisfies the conditions contained in s. 169 (3) 
quoted above. 


Interest Paid by a Company on Bearer Debentures 


The only change made by the 1941 Act is that the suggestion made 
by the writer in the November, 1940, issue of the journal (pp. 156-159) 
has been adopted and tax is imposed on interest paid by a company on 
bearer debentures at a flat rate, viz., 1/- in £. Section 170 applies only 
where the names and addresses of the debenture-holders are not sup- 
plied to the Commissioner. 


Dividends Paid 


Section 169 (1) (b) of the 1941 Act provides that, where a dividend 
is paid by a company, whether a resident or non-resident, to any person 
who is a non-resident out of profits derived by it from sources in New 
South Wales, the company is liable to pay tax on that dividend at the 
rates shown above. 

Section 169 (5) provides that, where a company derives income from 
sources in and out of New South Wales, a dividend shall be deemed to 
be paid out of New South Wales profits to the following extent : 


New South Wales profits 


a cadiie of dividend. 








The payer of the dividend is empowered to deduct and retain out of 
any moneys, for the time being due or payable to the recipient, or for 
time being in its hands belonging to the recipient of the dividend, so 
much as is necessary to pay the tax on the dividend (s. 169 (2)). 

Section 169 does not apply to any dividend paid or credited to a 
company which is carrying on business in New South Wales and which 
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has a duly appointed public officer, unless the Commissioner otherwise 
directs, s. 169 (4). 

The writer is of opinion that it is within the power of the New South 
Wales Parliament to impose tax on dividends paid by an ex-New South 
Wales company, if its profits include income which is assessable under 
the New South Wales Act. 


Dividends Received 


Very far-reaching changes have been made by the New South Wales 
Act of 1941 in relation to the taxation of dividends, Under the 1936 
Act a resident taxpayer was not assessable in respect of the following 
dividends : 

(a) dividends received from a company that did not carry on business 

in, or derive income from sources in, Australia; 

(b) dividends paid wholly and exclusively out of one cr more of 

the following: 
(i) non-assessable income derived from sources outside Aus- 
tralia ; 

(ii) non-assessable profits arising from sale or resumption of 
assets ; 

(iii) profit arising from revaluation of capital assets or from 
the issue of shares at a premium, where the dividend was 
satisfied by the issue of bonus shares ; 

(iv) interest on tax-free Government loans ; 

(v) income of a private company on which the company has 
been specially taxed by reason of insufficient distribution ; 

(vi) exempt income of company which is derived from gold- 
mining, if paid before July 1, 1942. 

All these exemptions have now been withdrawn with the exception 
of (b) (v). Section 147 of the 1941 Act exempts dividends paid wholly 
and exclusively out of income upon which private company tax has 
been assessed and paid, but subject to the new modification contained 
in s. 147 (3), dealt with later. 

With the exception of the exemption granted by s. 147, all dividends 
of the above nature received on and after July 1, 1940 (or commence- 
ment of substituted accounting period), are assessable if derived by a 
resident, irrespective of the locality of the source of the company’s 
profits. From that date, such dividends are also assessable in the hands 
of a non-resident, to the extent to which they are paid out of profits 
derived by the company from sources in New South Wales. 

It should be observed that, although s. 19 (q) provides for the 
exemption of gold mining income derived prior to July 1, 1942, divi- 
dends paid out of such income are assessable if derived on and after 
July 1, 1940, or commencement of substituted accounting period. 

Another vital amendment made by the 1941 Act is the abolition of 
the dividend rebate in respect of the tax paid by the company on its 
profits, provided for by s. 55 of the 1936 Act, except in the case of a 
shareholder company which is a resident of New South Wales or is 
incorporated in Australia and has its central management and control 
in Australia. Thus, all individuals, whether resident or non-resident, 
and all companies which do not answer the above description, are sub- 
ject to New South Wales income tax, without rebate in respect of the 
tax paid by the company on its profits, on all assessable dividends 
derived by them on and after July 1, 1940, or beginning of substituted 
accounting period. 
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Dividends Received by Residents of New South Wales 
Section 53 (1) of the 1941 Act provides that the assessable income 
of a resident shareholder in a resident or non-resident company shall 
include all dividends paid to him by the company. This provision applies 
to all dividends received by a resident on and after July 1, 1940 (or 
commencement of substituted accounting period). Dividends received 
by a resident since that date are assessable, whether paid out of New 
South Wales or ex-New South Wales profits. Further, it is immaterial 
whether or not the profits out of which the dividends are paid are 
assessable or exempt income of the company. The only exempt dividend 
in the case of a resident is one paid wholly and exclusively out of 
income upon which private company tax has been assessed and paid 
(s. 147). See later. 
Where, however, a resident of New South Wales derives a dividend 
from a source out of New South Wales, and any tax (other than Com- 
monwealth income tax) is paid by him out of New South Wales and 
within the British Empire on that dividend, he is entitled to a rebate 
in his assessment of an amount equal either to the ex-New South Wales 
tax so paid or to the New South Wales income tax on that dividend, 
whichever is the less (s. 204). 
“Resident” means, in the case of an individual, a person who resides 
in New South Wales and includes a person: 
(i) whose domicile is in New South Wales, unless the Commis- 
sioner is satisfied that his permanent place of abode is out of 
New South Wales, or 

(ii) who has actually been in New South Wales, continuously or 
intermittently, during more than one-half of the year of income, 
unless the Commissioner is satisfied that his usual place of abode 
is out of New South Wales and that he does not intend to take 
up residence in this State. 


For definition of a resident company, see ante under heading of 
“Taxation of Companies.” 


Dividends Received by Non-residents 

Section 53 (1) (b) provides that the assessable income of a non- 
resident shareholder in a resident or non-resident company shall include 
dividends paid to him by the company out of profits derived by the 
company from sources in New South Wales. 

Section 53 (2) provides that, where a company derives income from 
sources in and out of New South Wales, a dividend shall be deemed 
to be paid out of New South Wales profits to the following extent: 


New South Wales protte of Total dividend = Dividend deemed to 
otal profits be paid out of New 
South Wales profits. 


Dividends Received by Resident of Another State 


Section 54 (4) provides that where an individual shareholder, who is 
a non-resident of New South Wales but is a resident of Australia, has 
paid tax under the laws of the State in which he resides in respect of 
the part of any dividends included in his New South Wales taxable 
income, he is entitled to a rebate in his New South Wales assessment 
of an amount equal to the ex-New South Wales tax or the New South 
Wales tax on the part of the dividends so included, whichever is the 
less. 
Section 205 provides, however, that where at the time of making 
B 
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the New South Wales assessment, the ex-New South Wales tax has not 
been paid, the Commissioner, if he is satisfied that the ex-New South 
Wales tax will be paid, may allow a rebate of such amount as he is 
satisfied will be paid. If in the Commissioner’s opinion, upon informa- 
tion subsequently received by him the circumstances so warrant, he may, 
subject to the time limits imposed bv s. 216, vary the rebate by way of 
increase or decrease and amend the assessment accordingly. 


Rebate on Dividends Received by Certain Shareholder Companies 

Under the 1941 Act, a shareholder company is assessable in respect of 
dividends derived by it for all purposes of that Act. A shareholder 
company is, however, allowed a rebate of tax on dividends provided 
that it is— 

(a) a resident as defined; or 

(b) a company which is incorporated in Australia, and has its central 

management and control in Australia. 

The rebate granted to the above class of company is calculated by 
applying to that part of the dividends included in its taxable income the 
rate of ordinary New South Wales income tax payable for the year of 
income by companies which are residents (3/- in £ for income year 
ended 30 June, 1941). Further tax on undistributed_income, private 
company tax, and tax on interest and dividends under s. 169, are not 
brought to account in calculating the rebate. 

Example: 

The taxable income for vear of income ended 30 June. 1941, of a 
Victorian trading company (i.e., a company incorporated in Victoria and 
having its central management and control there) was £24,000 being 
trading income from a New South Wales branch, £18,000, and net 
dividend received from a New South Wales company, £6,000. 

Tax on £24,000 at 3/6 in £ (being rate of tax for income 

year ended 30 June, 1941, applicable to a non-resident 

DT ose oe a0 64 ba AG a e40 Oe 26 SE 2a Bb: 05 
Less : 

Rebate under s. 54 on dividends included in taxable income 

£6,000 at 3/- in £ (being rate of tax for income year ended 

30 June, 1941, applicable to a resident company) .. .. 900 





ee re ee 


It should be observed that the shareholder company is entitled to 
the rebate, irrespective of what amount of tax, if any, was paid by 
the company on the profits out of which the dividend was paid. 

Section 54 (5) contains special provisions in respect of the allocation 
of certain classes of losses and out-goings in calculating the amount 
representing income from dividends which is included in a shareholder 
company’s taxable income, for the purpose of calculating the rebate 
under s. 54. 


Denial of Rebate to Company in Certain Circumstances 

Section 54 (3) denies the dividend rebate to shareholder companies 
in the following circumstances: 

During year ended 30 June, 1941, company A buys some or all of 
the shares held by shareholders in company B. Company A issues its 
own shares to the shareholders of company B in consideration of the 
purchase. At the time of the purchase company B had large sums 
available for dividend. A dividend is paid by company B during year 
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ended 30 June, 1941, out of profits derived by it before company A 
acquired the shares. Company A is entitled to the dividend rebate only 
to the extent to which it, in turn, distributes that dividend not later than 
six months after the close of the year of income, i.e., not later than 31 
December, 1941, by way of dividend to the shareholders of company 
A. 

It should be observed that s. 54 (3) would not have applied if company 
A had bought the shares for cash or for some consideration other than 
the issue of shares by company A. Moreover, the subsection does not 
apply to dividends paid by company B out of profits derived by it on or 
after company A acquired the shares in company B. 


Exemption of Certain Dividends Paid by Private Company 


Section 53 of the 1936 Act provided that the assessable income of a 
shareholder shall not include dividends paid on or after 1 January, 1936, 
wholly and exclusively out of income upon which tax has been assessed 
and paid under the provision of Division 9 of Part III of that Act or 
s. 31 of the 1928 Act, or wholly and exclusively out of that income and 
one or more of the other funds specified in s. 53. 

Under s. 147 (1) of the 1941 Act, the assessable income of a share- 
holder shall not include dividends paid wholly and exclusively out of 
income upon which tax has been assessed and paid under Division 10 of 
Part III of that Act, or under Division 9 of Part III of the 1936 Act. 
or under s. 31 of the 1928 Act. 

It will be noted that, under the 1941 Act, the exemption applies only to 
dividends which are paid wholly and exclusively out of income upon 
which private company tax has been paid under the present or previous 
Acts, and does not extend to dividends paid wholly and exclusively out 
of that income and other specified funds. 

Section 147 (1) of the 1941 Act also provides that distributions to 
shareholders in the course of the winding-up of a private company, 
which pursuant to s. 55 of the Act, are deemed to be dividends, shall, 
to the extent to which they are made out of income upon which private 
company tax under the present or previous Acts has been assessed and 
paid, be deemed to be dividends paid wholly and exclusively out of that 
income. 

Section 147 (2) provides that, in respect of dividends paid by a private 
company after 1 November, 1941, wholly and exclusively out of income 
upon which ‘private company tax under the present or previous Acts 
has been assessed and paid, any tax so assessed and paid and any tax 
payable by the company under any enactment of the Commonwealth 
which tax is, in the opinion of the Commissioner, reasonably comparable 
in its nature to private company tax shall be deducted in ascertaining 
the amount of income out of which dividends may be so paid. 
Example : 








Net profits of resident private company from investments .. £7,000 
Add back taxes paid including heavy private company tax .. 5,000 
CO Ee ee en ee ee 
Se MN os as ae bd we ke ee ds Ma 08 we ce: 
EE ee ee Ee ee ee 
I GOD nc ns tc wee be dé cb ou dw ee ce Ge 
Dividend paid out of taxable income .. .. .. .. .. .. .... 4,008 





es cn wns awe we 
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Private company tax payable thereon, say .. . £1,000 
Less: Further tax on undistributed income payable 
under Division 9, viz. 








Taxable income .. .. .. .. .. .- £12,000 
Less 50% thereof .. .. .. £6,000 
OO” eee 
10,000 
Part of taxable income on 
which further tax payable 2,000 
rer eee 100 





Net New South Wales private 
company tax payable .. .. £900 





The amount of income upon which private company tax has been paid 
and which is available for the payment of dividends is accordingly : 
Undistributed amount on which ater company 
tax payable .. .. . te ones Ge 
Less New South Wales private company ‘tax £900 
Commonwealth private company tax— 





ai ie ae Eb ae beet ee: 
3,000 
Balance, being the maximum amount which 
can be paid to the shareholders free of 


en ON a ke bo eo! 4) £1,000 


DEFINITION OF PRIVATE COMPANY 


The decision of Lawrence J. in Tatem Steam Navigation Co. Ltd. v. 
I. R. Comrs. (cited at pp. 350-2 of August, 1941 issue of the journal) 
has been affirmed by the English Court of Appeal [1941] 2 All E.R. p 
616. As to the meaning of “control” Scott L.J. said at p. 619, “I can see 
no reason whatever for introducing any notions of control other than 
those plainly indicated in the section as constituting the de facto control 
which is what the section primarily contemplates.” As to the meaning 
of “public” his Lordship said at p. 619 “There is no reason why the 
word ‘public’ should be given anything but its ordinary meaning. The 
second definition céntained in Murray’s Oxford Dictionary is ‘The com- 
munity as an aggregate, not in its organised capacity, hence the members 
of the community.” It is in that sense, as it seems to me, that the words 
‘the public’ are used in this section.” 


INCOME DERIVED By RESIDENT 


A number of readers have enquired as to the position, under the 
Australian income tax laws, of persons who become residents of this 
country, in respect of income derived by them from ex-Australian 
sources. 

A note has been prepared on the position of a resident of New South 
Wales who derives his or her income from sources in the United King- 
dom, and it is hoped that this will be of help to readers in advising their 
clients on this subject. 

Both the Commonwealth and New South Wales Acts provide that the 
assessable income of a resident shall include the gross income derived 
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directly or indirectly from all sources whether in or out of Australia 
(or New South Wales) except income which is specifically declared to 
be exempt. 

“Resident,” in the case of an individual, is defined as a person who 
resides in Australia (or New South Wales) and also includes a person— 


(a) whose domicile is in Australia (or New South Wales) unless the 
Commissioner is satisfied that his permanent place of abode is out 
of Australia (or New South Wales), or 

(b) who has actually been in the Commonwealth (or New South 
Wales) continuously or intermittently during more than one- 
half of the year of income, unless the Commissioner is satisfied 
that his usual place of abode is out of Australia (or New South 
Wales) and that he does not intend to take up residence in 
Australia (or New South Wales). 


It should be observed that liability to income tax attaches to income 
derived, and it is quite immaterial whether or not ex-Australian income 
is remitted to Australia. Moreover, income, wherever derived, must be 
expressed in Australian currency. Ex-Australian income is therefore 
assessable at the moment it is derived by a resident; i.e., when it is had, 
got or obtained, wherever that may be, and the assessable amount is the 
equivalent of the income in Australian pounds at the rate of exchange 
ruling at the time the income was derived. 


Income From Property Other Than Dividends 


The title of this paragraph is used to describe all rentier income such 
as interest on Government bonds and stock; interest on mortgages and 
debentures ; interest on bank deposits; royalties; rents; lease premiums, 
and the like. Dividends of all classes are separately dealt with later. 


Commonwealth Act.—Income (other than dividends) derived by a 
resident of Australia from sources out of Australia is exempt from Com- 
monwealth income tax where that income is not exempt from income tax 
in the country where it is derived, provided that the Commonwealth Com- 
missioner is satisfied that the ex-Australian tax has been or will be paid. 
In other words, and to be specific, if the interest, rents, etc., have actually 
borne some United Kingdom income tax by deduction at the source or 
by direct assessment against the recipient, then such income is not sub- 
ject to Commonwealth income tax. This is so, irrespective of the net 
amount of United Kingdom income tax finally paid. It may be that in 
certain cases although tax is deducted at the source at 10/- in £, the tax- 
payer may, by reason of the quantum of income and/or his domestic 
responsibilities, etc., recover the most of the tax so deducted. Never- 
theless, so long as the income has in the final result borne some United 
Kingdom income tax, however trifling, that income is exempt from 
Commonwealth income tax. If, however, the United Kingdom tax 
deducted at the source is totally recovered, then that income is subject 
to Commonwealth income tax. This is the position in the case of interest 
on certain United Kingdom and Dominion Government securities derived 
by a non-resident of the United Kingdom. 


New South Wales Act.—All income (except income specifically de- 
clared to be exempt) derived by a resident of New South Wales is 
assessable, irrespective of its source, and irrespective of whether or not 
such income is liable to income tax in the country of origin. 

Where, however, a resident of New South Wales derives income 
from a source out of New South Wales and any tax is paid by him out 
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of New South Wales and within the British Empire on that income, 
he is entitled to a rebate in his New South Wales assessment of an 
amount equal either to: 

(a) the ex-New South Wales tax so paid; or 

(b) the New South Wales tax payable on that income, whichever is 

the less. 
Thus, if the United Kingdom net tax exceeds the New South Wales tax 
on the United Kingdom income, the United Kingdom income is, in effect, 
exempt from New South Wales income tax, i.e., the New South Wales 
rebate would equal the New South Wales income tax payable. Never- 
theless, if the resident of New South Wales has also derived income 
from New South Wales sources, the rate of New South Wales tax on 
that income is affected by the presence of ex-New South Wales income. 
This is so because, like the Commonwealth system, tax is levied under 
the New South Wales Act directly by assessment against the recipient 
at progressive rates. 
Income From Dividends 

Both the Commonwealth and New South Wales Acts specifically 
provide that the assessable income of a shareholder in a company shall, 
if he is a resident, include all dividends (except those specifically declared 
to be non-assessable) paid to him by the company, irrespective of : 

(a) the source of the profits out of which the dividends are paid; 

(b) where the dividends are paid; or 

(c) whether the company which pays the dividends is a resident or a 

non-resident. 

Commonwealth Act.—Based on the contention that a specific provision 
overrides a general provision, a resident of Australia is assessable on 
ex-Australian dividends derived by him whether or not those dividends 
are subject to income tax in the country of origin. 

In the case of English dividends subject only to United Kingdom 
income tax at the source, this point is of academic interest only. ‘The 
High Court of Australia has held that where a dividend received from 
an English company is assessable income under the Commonwealth or 
State Acts, it must be included at the net amount actually paid by the 
company to the taxpayer, and not at an amount increased by an addition 
thereto in respect of United Kingdom income tax deducted at the source 
(Jolly v. F.C. of T. (1934) 50 C.L.R. 131). The net sum so received 
must, as previously stated, be translated into Australian currency. 

Now, the net dividend does not suffer ordinary United Kingdom 
income tax, and the dividend is not, therefore, exempt from Common- 
wealth income tax. The problem arises, however, where the taxpayer’s 
income is subject to United Kingdom surtax. But, as previously stated, 
it is considered that under the specific provisions relating to dividends, 
they are assessable under the Commonwealth Act whether or not ex- 
Australian tax has been paid thereon. 

Ex-Australian dividends derived by a resident were specifically 
exempt from Commonwealth income tax under the 1936 Act, but, by 
the Amending Act of 1941, they were made assessable. The position 
now is that any dividends paid, credited or distributed are exempt if the 
dividends were declared prior to 30 October, 1941. Thereafter they 
are assessable if derived by a resident of Australia. 

New South Wales Act.—As previously stated, the net dividend (i.e., 
after deduction of ordinary United Kingdom income tax by the company ) 
is subject to New South Wales income tax if derived by a resident of that 
State. There is no rebate in respect of United Kingdom ordinary income 
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tax deducted at the source because only the residue is subject to New 
South Wales tax. The taxpayer is, however, entitled to a rebate if he 
is subject to United Kingdom surtax, the rebate being the amount of 
surtax or the amount of New South Wales tax on the dividend, which- 
ever is the less. 
Year of Income 

Taxpayers are required to furnish Commonwealth and State income 
tax returns for each year of income ending June 30, and are assessed 
accordingly. In respect of a person who became a resident of New 
South Wales during year ended June 30, 1942, the following informa- 
tion will be required: 

Commonwealth.—Particulars of interest, rents and other property 
income, except dividends, derived from July 1, 1941, or date tax- 
payer arrived in Australia, whichever is the later date, to June 30, 
1942. The above particulars are, however, required only in respect 
of interest, etc., which is exempt from United Kingdom income 
tax. 

Particulars of all net dividends derived on and after 30 October, 
1941, or date taxpayer arrived in Australia, whichever is the later 
date, to 30 June, 1942. 

Particulars of all expenditure incurred in gaining the above 
income. 

New South Wales.—Particulars of all gross interest, rents and other 
property income, except dividends, derived from July 1, 1941, or 
date taxpayer arrived in Australia, whichever is the later date, to 
June 30, 1942, together with full particulars of all net United King- 
dom income taxes paid thereon. This is necessary for the purpose 
of calculating the New South Wales rebate. 

Particulars of all net dividends derived from July 1, 1941, or 
date taxpayer arrived in Australia, whichever is the later date, to 
June 30, 1942, together with full particulars of any United Kingdom 
surtax paid thereon. 

Particulars of all expenses incurred in gaining the above income. 


Income of Trust Estates 

Where any beneficiary is presently entitled to a share of the income 
of a trust estate, and is not under any legal disability, his assessable 
income shall include that share of the net income of the trust estate. Thus, 
where a resident of Australia (or New South Wales) is a beneficiary 
of a trust estate answering the above description, the particulars set out 
in the preceding paragraphs must be furnished of all the income of the 
trust estate derived between the dates mentioned in the preceding para- 
graphs, together with particulars of the resident’s beneficial interest in 
that income. 

Particulars should also be furnished of all expenses incurred in gaining 
that income, including trustee’s fees in respect of income collections. 


Bonus SHARES 


Section 44 (2) (b) of the Commonwealth Income Tax Assessment 
Act provides that the assessable income of a shareholder shall not include 
dividends paid wholly and exclusively out of one or more of the profits 
or income specified therein including “(iii) profits arising from the 
revaluation of assets not acquired for the purpose of resale at a profit 
or from the issue of shares at a premium, if the dividends paid from 
such profits are satisfied by the issue of shares of the company declaring 
the dividends. 
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A company resolved that a sum of £2,708/4/- (representing three 
separate amounts consisting of reserved profits £683/3/1; undistributed 
profits for year ended June 30, 1936, £359/9/9; and capitalised profits 
derived from the writing up of the value of the company’s vehicles 
£1,665/11/2) be distributed to its shareholders in the form of 2,705 
bonus shares and the balance of £3/4/- in cash. Of these the appellant 
received a proportion based on his shareholding. 

Held (Baldock v. F.C. of T. (1941) 2 A.I.T.R. 226) : 

(1) That the dividend was not paid “wholly and exclusively” from 
an exempt source. 

(2) That it could not be predicted of any of the shares issued to the 
appellant that they were in satisfaction of profits derived from an exempt 
source. 

(3) That the cash payment excluded the distribution from the 
exemption. 

“The aggregate amount of the three separate elements was distributed 
as one whole and indivisible fund and the three elements or component 
parts of the composite fund cannot be treated as having been separately 
distributed. The sum of £1,512 cannot be isolated and attributed to the 
profits arising from the revaluation of the vehicles of the company. The 
words ‘wholly and exclusively paid’ are clear and emphatic and it cannot 
be predicated of the 2,458 shares issued to the appellant that any of them 
is in satisfaction of a separate dividend paid from the capital fund nor 
can it be said that there was any separate dividend from that fund 
satisfied by any particular shares of the company. Moreover the cash 
payment of £3/4/- excludes the distribution from the exception pro- 
vided in the subsection and the dividend ceases to be wholly and ex- 
clusively payable from the capital profits and. satisfied by the issue of 
shares. It is satisfied by shares and cash. There is no necessity for or 
hardship in a company confining its distribution to an amount divisible 
into shares of a denomination allowed by the particular company’s 
charter.” 


Per Rich A.C.J., at p. 229. 





Private Company Practice 
By “CLaupius” 


Dividends 

When a company has been taxed or is liable to be taxed on undis- 
tributed profit under Secs. 21, 31B or 31D of the Commonwealth Income 
Tax Assessment Act 1922-1934 or Secs. 104 or 105 of the current Act, 
the shareholders are entitled to a rebate under Sec. 107 when those profits 
are distributed. Section 107 rebates are of importance and it is con- 
sidered by some to be of advantage to distribute now while taxes are 
high to obtain maximum rebates. The only advantages of this practice 
are set out below. 

Whether current year’s profits are distributed or not, they are taxed 
at current individual rates for Federal purposes, as well as by some 
States. 

Three sources of advantage lie in allowing profits to remain undis- 
tributed for some years: 

(a) In some States, lower rates of State tax obtain now; 
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(b) For Federal purposes, Sec. 104 tax paid and ordinary Federal tax 
paid in the year of income or payable are allowable deductions in 
arriving at the undistributed income. If the profits are distributed 
without being liable to Sec. 104 tax, the shareholder is taxed on 
the gross amount and no deduction for Federal tax paid is taken 
to account. If, however, the profits are subject to tax under Sec. 
104 each year, Federal income taxes paid are allowable deductions 
under Sec. 104, so that the amount subject to Federal tax is lower 
by the amount of this deduction. 


Example 

An individual with a fixed income from property of £3,000 per annum 
forms a one-man company and transfers to it assets which produce £1,000 
income per annum, no dividends being paid. For the sake of simplicity 
the 1941-1942 rates of tax have been adopted for each year’s calculation 
and State taxes have been ignored. If the company had not been formed 
his liability to tax would be £1,724/0/10 in the first year, and £1,783/6/8 
per annum thereafter. On the formation of the company the liability 


becomes : 
Company’s income from 
































First Year Dividends Other income 
His own tax . >. £20 2 £862 10 2 
Ordinary company tax .. .. nil 200 0 0 
Sec. 104 tax .. - 837 10 2 669 19 10 

Co eee . £1,700 0 4 £1,732 10 0 

Second Year 
His own tax . sn aoa £891 13 8 
Ordinary company “See nil 200 0 0 
PL CEE KS <6 ts ice, Oe © 109 8 8 

Total . . £1,028 0 8 £1,201 2 4 

Third Year 
His own tax .. ...... £891 13 8 £891 13 8 
Ordinary company tax . nil 200 0 O 
Sec. 104 tax . is 734 4 0 581 11 8 

Total .. . £1,625 17 8 £1,673 5 4 

Fourth Year 
His own tax .. eae £891 13 8 £891 13 8 
Ordinary company tax .. nil 200 0 0 
Be SP OME os oc vee 260 11 8 182 19 4 

Total .. . £1,152 5 0 £1,274 13 0 

Saving of tax to date... . . £1,567 17 2 £1,192 10 2 


In the above example it has been assumed that the company has 
exercised its option to deduct Federal ordinary tax payable in lieu of 


amounts paid. 
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(c) When profits have been subject to tax under Sec. 104 and are 
subsequently distributed, the amount available to the shareholder 
is smaller to the extent of the Sec. 104 tax paid, and the share- 
holder in some States would be subject to State taxes on the 
smaller amount. 


Example 

If in the above example the available income were distributed at the end 
of the fourth year, it would amount to: 

Company income from dividends .. .. .. .. .. £2,031 7 6 
Company income from other sources .. .. .. 1,656 0 6 
Compare these amounts with the £4,000 which would have been subject 

to State taxes if the company had not been formed. 

If there is an objection to the non-payment of a dividend on the 
ground that the shareholders require funds, current accounts may be 
utilized until such time as a dividend is paid. Should there be objection 
on the ground that the company would, in effect, be paying the share- 
holders’ taxes, the tax due in respect of each shareholder can be adjusted 
through current accounts. 

The question of taxation, under Sec. 108 of current accounts or loan 
accounts in debit, is dealt with later in this article. 

The practice of transferring amounts which have been taxed under 
Sec. 104, etc., to Profit and Loss Appropriation Account No. 2, Taxed 
Profits Reserve Account, or an account suitably designated is to be 
commended. This practice is sometimes followed when capital profits 
or other exempt profits are involved, although in view of the recent 
amendments of the Act, these accounts may require revision, at least for 
Federal income tax purposes. Accountants would be advised to see 
that an acceptable portion of expenses is set off against exempt or capital 
profits when transferring amounts to these accounts. To secure the 
advantages of Sec. 107 or exemption under Sec. 44 of dividends paid 
out of exempt or capital profits, the dividend must be paid wholly and 
exclusively out of the relative profits. In the case of a company receiving 
a dividend subject to Sec. 107 rebate from another company, and, in 
turn, distributing that dividend, the rebate is allowable on the gross 
amount. In the absence of a specific provision to the contrary in the 
Act, the Commissioner would probably seek to set off a reasonable pro- 
portion of expenses against the exempt income, most likely the proportion 
adopted in arriving at the company’s taxable income. 

Care must be taken to see that a dividend is not paid out of profit that 
has not borne Sec. 104 tax, however small ; particular care must be taken 
where the Sec. 104 assessment is based on 100 per cent. of taxable 
income less Federal income tax paid, i.e. : 

(a) All private companies’ profits for the income year ended 
30/6/1940 or the substituted accounting period, and subsequent 
years. 

(b) Investment companies’ profits for the year ended 30/6/1934, 
or the substituted accounting period, et seq. 

Where there are disallowable items (excess depreciation is a very 
common example) the income subject to Sec. 104 tax often exceeds the 
net profit. Accountants should see that the dividend does not exceed 
the net profit or income subject to Sec. 104 tax, whichever is the lower, 
as to secure the advantage of Sec. 107 the dividend must be paid wholly 
and exclusively out of profits, and not out of taxable income, which 
have borne or which are liable to Sec. 104 tax. A company may declare 
a dividend only out of profits, and if it declares a dividend exceeding its 
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net profit for a particular year, and amounting to the amount of the 
undistributed income subject to tax under Sec. 104, it is clear that the 
excess came from some other profits. Unless it can be demonstrated 
that this excess came from some other profits subject to tax under Sec. 
104, it would be most difficult to convince the Commissioner of Taxation 
that this excess came from some other such profits when he is armed 
with a copy of the shareholders’ resolution and realizes that the amount 
subjected to Sec. 104 tax corresponds to the amount of the dividend paid! 

The question of what profits of a particular year are available for 
payment of dividends when taxes, reserves for taxes or other outgoings 
are debited in the Appropriation Account, is rather contentious. In 
one case, the Department adopted the view that each year’s taxes paid 
should be deducted from the profits of the year in which paid, to arrive 
at the amount of profit available for payment of a dividend. There is 
some doubt as to whether this view would be upheld by the Board of 
Review or a Court. These remarks apply more particularly in calculating 
the deemed distribution under Sec. 106, which is allowable as a deduction 
in arriving at the amount subject to Sec. 104 tax. 


Liquidators’ Distributions 

Many private companies seem to have terminated their existence 
recently. A favourite practice is just to forward to the Registrar-General 
a statement that they have ceased business, the assets and liabilities being 
taken over by the shareholders. Is this a liquidation under either com- 
pany law or income tax law? If there is an Appropriation Account, 
Reserve, etc., representing trading profits, the Commissioner usually 
treats the net balance as being a “liquidator’s dividend” to the share- 
holders. As the shareholders receive assets, it can be maintained that a 
dividend has been distributed. 

When a shareholder obtains a benefit from a company which is not 
a straight out dividend and the Commissioner desires to tax him on it, 
he has the choice of 

(a) Sec. 44—dividend, as defined in Sec. 6. 

(b) Sec. 47—liquidator’s distribution, or 

(c) Sec. 108—loans to shareholders. 

A liquidator is defined in Sec. 6 as—“the person who, whether or not 
appointed as liquidator, is the person required by law to carry out the 
winding-up of a company.” 

Apparently there can be a liquidator for income tax purposes when 
there is no liquidator appointed as such under company law. On the 
other hand, Sec. 47 is confined to “distributions . . . in the course of 
winding-up the company.” Does the winding-up of a company men- 
tioned in income tax law necessarily correspond to a winding-up described 
in company law? Is the company which lodges a declaration with the 
Registrar-General that it has ceased business wound up as mentioned in 
Sec. 47? These questions have yet to be settled. 

Company law provides that a company which is struck off the register 
may be reinstated on the application of an aggrieved person. The Com- 
missioner decided in one case that there could be no liquidator’s distribu- 
tion because the company could be reinstated. The writer disagrees with 
this ruling. A company may go into liquidation, and a liquidator ap- 
pointed under company law, the company wound up and finally struck 
off the register. Such a company may be reinstated under another sec- 
tion of the Companies Act. The requirements of the two sections are 
not the same, but the principle is there. Both the “liquidated” company 
and the one lodging a declaration with the Registrar-General that it has 
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ceased business may be reinstated. Another point is that all assets of 
the latter class of companies vest in the Registrar-General, except in 
Queensland and Western Australia, but in Queensland such assets are 
declared to be bona vacantia and belong to the Crown. In the other 
States the assets are realized and the proceeds, after paying expenses, 
are deposited in court for twenty years to meet all claims, ultimately 
reaching consolidated revenue. It would be difficult to maintain that 
there was no distribution prior to the company being struck off, unless 
assets did actually vest in the Registrar-General. 


Shareholders’ Expenses Paid by the Company 


Departmental practice is not yet settled on this difficult question. Share- 
holders’ expenses are normally debited to their current accounts, but if 
charged against Profit and Loss Account, the Appropriation Account, 
Reserve, etc., the question of treating the amounts as dividends arises. It 
is fairly settled practice that if shareholders’ income taxes are debited 
against the company’s profits, the total will be treated as a dividend. Life 
insurance premiums would probably be regarded in a similar manner 
when the company is to derive no ultimate benefit from the insurance 
policy, but if it is to derive an ultimate benefit from the policy, then the 
premium is not paid on behalf of the individual shareholder. 

The question of what expenses of shareholders’ residences, seaside 
or country homes can be treated as dividends is most difficult. It is the 
practice of some persons to have an investment company holding shares 
in their trading company and for other investments and residences. 
Private expenses such as gardener’s wages, general upkeep and even 
travelling expenses are debited against profits. These expenses, of course, 
would be disallowed in the company’s assessment, but since they represent 
a charge against profits and a payment of an expense normally of a 
private nature, the Commissioner often endeavours to treat them as 
dividends. This is not difficult when one shareholder with a controlling 
interest is concerned, but when a number of shareholders are using say 
a country residence on numerous occasions during the year, the Com- 
missioner is somewhat averse to treating these expenses as dividends. 

A company is entitled to deduct all rates and taxes for which it is 
personally liable, for Federal purposes. There is doubt as to whether 
a company is personally liable for rates, as I understand it is a municipal 
practice to assess rates to the male occupier if the owner is not a male. 
The disallowance of rates for this reason does not appear to be a general 
practice. It is difficult for the Department to allow a deduction for 
rates on the one hand and to say they are dividends on the other. 

Of course, it should not be overlooked that what the Revenue loses 
through not treating such amounts as dividends will be picked up under 
Secs. 104 and 105, almost but not quite completely, as explained earlier 
in this article. 
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Office Management 
By J. H. Martin 
(A lecture delivered at the University of Sydney) 


Introduction 

The subject of Office Management is worthy of study for the follow- 
ing reasons: 

(a) The importance of sound office management to every business. 

(b) The increasing service the office is called upon to render—and the 
numerous problems that beset the Office Manager to-day. 

(c) The recognition given overseas by professional bodies ; university 
schools of business administration, and leading authorities on 
business management to this subject ranking the office in import- 
ance with other major departments. 

(d) The need for a higher standard of performance by those en- 
trusted with the responsibilities of office management in Australia. 

(e) To provide those interested with an outline of the current develop- 
ments in this subject—the sources available which provide 
information about technique, organisation, and policy. 

Until comparatively recent times the office was universally regarded as 
an unproductive unit. But to-day this stigma is not so prevalent. Why 
is this? What has occurred to bring about this change in outlook by 
higher management? So many factors are at work to influence this kind 
of change that I can do no more than indicate some of the most 
important : 

1. The impetus given to all business activity by miraculous advances 
in methods of transport and communication. 

2. The flood of new inventions and the development that has taken 
place in chemical and engineering techniques. 

3. The changed attitude of the consumer towards service expected— 
this in turn influenced by the increase in advertising and the action 
of competitors in extending service, and improving the management 
techniques in all departments of their businesses. 

Consequently general management now is rated on its standard of 

performance in every unit of the organisation. 

It has been said that the consumer is the boss. By quite a different 
route I reach the same conclusion. 

General management has found that if the goods are right, the price 
is right, and delivery is made on time customers can nevertheless be lost 
to competitors because— 

(a) A switchboard attendant has been rude. 

(b) Mistakes occur in accounts. 

(c) Collection letters are abruptly worded. 

(d) Customers are kept waiting for attention at the office counter, 
and so on. 

So it may happen that after a flood of such troubles in a short time, 
General Management realises that a well managed office is just as 
essential as a well managed factory or delivery service. Invoices must 
go out on time, mail must be answered promptly, cash receipts must 
be speedily mailed. 

It is not surprising, therefore, that those whose interests are affected 
have formed associations, endowed universities, purchased text books 
and journals and subscribed to the constant barrage of brochures 
describing almost in stop press terms the latest news about Office 
Management. 
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The problems that modern business sets the office are at last being 
recognised, and what is more, Management Executives have learned 
that these problems can be studied and solved by the use of the same 
scientific method that has been used with such far reaching results in 
the factory and the laboratory. 

The number of office workers in the United States in 1904 is given in 
round figures as 2,000,000, while by 1934 the number had increased to 
8,000,000 according to the United States Bureau of the Census—this 
was an increase from 7°52% to 16°3% of the total gainfully employed 
workers. 

Reference is made to the following associations and authors who are 
recognised for the value their efforts have provided in this field, and I 
add my acknowledgment of their help in recent years. 


Associations : 
National Office Management Association of America. 
Office Management Association of Great Britain. 
American Management Association. 
International Management Congress. 
The Life Office Management Association. 
Policyholders Service Bureau of the Metropolitan Life Insurance 
Company. 
The Society for the Advancement of Management. 


Authors : 
W. H. Leffingwell. J. W. Schulze. 
Harry A. Hopf. P. T. Lloyd (London G.P.O.) 
John H. McDonald. G. L. Gardiner. 
Major Urwick. Wallace Clark. 


and many others. 


Main Functions of Office Work 
The three main functions of office work are: 
(1) Planning what is to be done and scheduling when and where it is 
to be done. 
(2) Corresponding, interviewing (communication between individuals 
in the office and outside the office). 
(3) Accounting and record-keeping, which includes computing, record- 
ing and filing of all sorts. 
The manner in which they are done: 
(1) Writing or interviewing—i.e., entering information or taking off 
information. 
(2) Computing. 
(3) Classifying and filing. 


The Field of Office Management 
It is appropriate that I should provide a summary of the matters with 
which the subject “Office Management” is concerned. These are: 
(1) The principles, axioms, or general rules for Office Management. 
(2) The organisation of the office—organisation procedures. 
(3) Office lay-out. 
(4) Office working conditions—(physical)—lighting, ventilation, 
noise elimination. 
(5) Office furniture and equipment. 
(6) Office appliances. 
(7) Design of printed forms. 
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(8) Office planning—formation of office routine and methods— 
Scheduling and flow of work. 
(9) General office services: Correspondence. 
Inter-communication. 
Filing. 
Stenography and typing. 
(10) Selecting office workers. 
(11) Training office workers. 
(12) The office manual. 
(13) Measurement and control of output. 
(14) Office expense statements. 
(15) Job analysis. 
(16) Salary standardisation. 

In Australia the office manager is rarely so called. More generally he 
is known as the secretary, accountant or assistant to either. It has been 
the practice overseas to exclude the above from the duties of the account- 
ant and appoint an office manager to control these activities. Under such 
an organisation the financial officer, whether he be treasurer, secretary 
or accountant, is left free to deal with the problems of finance, taxation, 
preparation of financial statements, and share records, whilst the office 
manager is left to organise and control the office and work output. 

My observation is that the general standard of office management in 
existence in Australia is not as high as it should be. 

As the duties demand time and special attention an accountant already 
overburdened with financial work must lag. Management is primarily 
responsible, but the lack of emphasis in accountancy training and by 
accountancy professional bodies is also partly to blame. The man who is 
responsible to management for the interpretation of figures as well as 
their preparation should not have to be worried about who is to do Miss 
X’s work now that she has the measles. 


Easily Remembered Statement of the Axioms of Office Management 
Recognise ; Summarise ; Analyse ; Organise ; Deputise ; Supervise. 
The axioms of office management : 

1. Stating the problem. 

2. Analysis of the problem. 

Finding the facts. 

Finding the right method. 

Finding the right person. 

Training the right person. 

Planning. 

Control—i.e., getting the work done. 

Of these the recognition of the problem is vital. How often do we 
go on in the same way oblivious to many problems! If we can only set 
ourselves to observe more closely what is happening and to be curious 
as to possibilities of development we may recognise more of our 
problems and set about their solution. 


Stating the Problem 

A thorough knowledge and the acquired habit of use of these funda- 
mentals in practice is worth more to an office manager than a knowledge 
of the finer points of detail unconnected with the use of these basic 
axioms. The office manager who has asked himself “what is my work ?”’ 
and “what is its purpose?” and has worked out a clear, definite, com- 
plete and correct answer to these two questions would not be the subject 
of the following story, for which I am indebted to Major L. Urwick: 
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“We recently visited the office of a well known firm in which, at the 
time, there reigned a state of complete chaos. As the firm was not 
engaged in attempting to fulfil air ministry contracts this struck us as 
odd. What, we enquired, had happened? Had the place suffered from 
an earthquake or were they merely trying to follow a plan of organisa- 
tion evolved by expert consultants? It later transpired, however, that it 
was neither of these things. It was merely that Mr. X., the office 
manager, had retired.” 


Analysis of the Problem 

This means, to find by thought its elements or component parts. In 
addition to this necessary breaking down of the subject each factor 
must be given its correct relative importance—is it a major or a 
minor factor? Is it a factor that stands alone? Does it include other 
factors, or is it merely a subdivision of another factor itself? The 
adequate solution of the problem also implies a knowledge of when 
to stop such an analysis. 


Finding the Facts 
We can find our facts in three ways: 
1. By information from others—books, records and original sources. 
2. By our own inferences. 
3. By actual test. 
When the facts are collected the next step is to classify and arrange 
them in relation to each other and also to related facts. 


Finding the Right Method 

Into the problem of devising a method there are at least three con- 
ditions which enter—time, space, and energy. In all improved methods 
of performing work we can discern either a saving of time, an economy 
of space, or a greater development and conservation of space, or all or 
some of these. Quite often, too, material may be saved in quantity or 
cost. 


Finding the Right Person 

The person best fitted to operate the one best method should be 
found, as it would be only too evidently a waste of the effort already 
expended to commit the result to a person temperamentally, physically, 
mentally, or otherwise incapable of utilising it to the highest degree 
possible. 


Training the Right Person 
This involves the training and teaching of the person in the task to 
be assigned. 


Planning 

It is not reasonable to assume that one single individual could ever 
keep in mind the hundreds of different tasks that must be performed 
unless he has something that assists him. This is the routine. Though 
the routine acts as a planning instrument it alone is not sufficient. The 
planning and scheduling of work is an essential necessity in the 
business office. 


Getting the Work Done—Control 
Co-operation of others in the performance of tasks is essential. It 
should be earned and won—it cannot be forced satisfactorily. 
Controlling is the conscious directing and influencing of certain 
causes so that desired results will follow. A Manager may be said 
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to have effective control of an office when the work he has planned 
to do is always done in the order, time and manner in which he planned 
it should be done. 


The Organisation of the Office 

(In the large by sections, in the smaller by people, but it is still an 
organisation. ) 

Previous lecturers have dealt with organisation and structure and 
procedure ; in the office the problem is the same as for general manage- 
ment and other departmental management. The office may be divided 
into accounts receivable, accounts payable, invoice section, costing sec- 
tion, stores section, and so on. It is desirable to have supervisors 
responsible for the various office sections. The economic size of such 
sections will vary with the type of business and the type of section. 
A section may not be justified but the delegation of the work to one 
person is the same in principle. 

The object in making divisions of the organisation is to ensure that 
work is properly delegated and functions of various sections and 
persons defined. This will avoid overlapping, fix responsibility and 
ensure desired performance. 

The emphasis in this lecture, however, is on the need by office 
managers to recognise the necessity for the fullest use of the practice. 


Office Planning 

(Formation .of Standard Office Routines and Methods Schedules and 
flow of work.) 

First I wish to make clear what I mean by the planning of office work. 
It has two phases. First, the formation or revision of office routines 
so that a standard method for operation is made effective, and second, the 
day to day or hour to hour scheduling of the actual work flow in 
accord with the standard routine. 

When discussing organisation, reference was made to the staff and 
line principle. According to the size of the business, office planning 
would be provided for by— 

(a) Appointing in a staff capacity a planning division with responsi- 
bility only for the first phase of office planning, i.e., the forma- 
tion of all office routine—supervision in the initial stages only, 
i.e., until the new method is pronounced satisfactory. Line divi- 
sion would then arrange for the second phase. 

(b) Appointing a planning section with responsibility to the office 
manager for both phases of the work. Here it should be under- 
stood that the section is only a means to be used by the office 
manager for carrying out one part of his many duties—if the 
most important. 

(c) For a small business—the appointment of a member of the 
office staff to conduct planning duties as a part-time activity. 
This is particularly suited to the smaller office. 

(d) The engaging of an outside consultant or specialist in office 
organisation to conduct a periodical operating audit or survey. 
This is desirable in certain instances where a major reorganisation 
is needed, but where the appointment of a permanent division is 
unnecessary. For such an arrangement it should be understood 
that a consultation one day a week throughout the year is much 
better than for one month at a stretch. 

I have mentioned these alternatives to make clear that it is possible 

for each office, small or large, to see that planning which is so much 
neglected to-day is given proper attention. 


Cc 














THE AUSTRALIAN ACCOUNTANT 


THE First PHASE OF OFFICE PLANNING 


The Formation of Office Routines 


The routine is the flowing stream which carries the office along. If 
its path be tortuous and it often returns on itself—if its speed is slow, 
and it is cluttered up with unnecessary debris, there is work to do finding 
short cuts, eliminating duplicating and copying, sweeping away useless 
information ; speeding up the flow, and purifying the stream. 

The good office manager will have a standard routine established for 
the proper treatment of each type of transaction. 

If a revision of an existing routine is proposed there are two factors: 

(1) Analysis of the existing. 
(2) Synthesis—the building of the new routine. 

Before a start is made, though, the office manager will remember that 
he has to state the problem and the object. This will bring him to the 
question—what is the purpose of this routine? 

There is a story of an officer who had been at the front who was put 
on guard duty at army headquarters in London. One of his duties was 
to inspect sentries. He came to a sentry beside a door to a large room 
and asked him what his duties were. “Oh, I walk up and down and up 
and down, and salute all officers.” “Yes,” replied the officer, “but what 
are you here for?” The soldier did not know. The officer asked the 
corporal of the guard, “What is this man here for?” He had no idea. 
The officer went to the guard room and asked again; no one knew. “How 
long has he been there ?” 

“Four years,” was the answer. 

“What is he supposed to do?” 

“Don’t know.” 

Finally the officer looked up the back records to find the original 
purpose of stationing the sentry. The room had been freshly painted 
four years before, and the sentry was posted to see that no one was 
allowed in until the paint dried. 

This particular routine did not have to be analysed in detail and the 
attempt made to find a better method. The need for it had not existed 
after 1922. 


Analysis 
Analysis should be made in three stages: 


First—An overall view of the routine from beginning to end in which 
its purpose is examined and any failure to achieve the purpose 
noted. This provides a comprehensive perspective. 

Second—A detailed analysis of each step with the object of discovering 
defects in the routine. 

Third—A final analysis of each step with the object of discovering 
defects in the steps. 


During each of these reviews notes should be taken of the points that 
are to be corrected by the new routine. These would concern: 


(a) Waste of materials. 

(b) Excessive clerical time spent on unnecessary or lengthy opera- 
tions. 

(c) Delays and bottlenecks. 

(d) Steps in the wrong order to accomplish purpose. 

(e) Weakness of internal check. 

(f) Lack of adequate equipment or machines. 

(g) Specific information that must be provided for in the new routine. 
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Flow Chart 

I find it practicable to collect specimen copies of the forms used with 
completed examples and any existing instructions filling in the gaps by 
securing verbal explanations. 

One must remember that a certain attitude is necessary in this work. 
If it is to be tackled it seems best to declare war on everything existing 
while the analysis is on, and make an armistice during the planning 
stage of the new routine. Unless one starts with the hypothesis that 
everything is wrong with the existing routine much may be missed 
during the analysis. In the search for truth we must mot accept 
any operation or step. Its existence and retention must be justified by 
requirements and real necessity. 

Questions must be asked and answered by production of supporting 
facts for each part of the original entry—classifying, sorting, or taking 
off of information. 


Building the New Routine 

Having obtained our facts by analysis we have to create a new set of 
conditions which will be a real improvement on the existing. Change 
for the sake of change should not be tolerated. Office managers should 
be made to say in advance what the change will achieve and not allowed 
to proceed with useless plans. When the changes have been completed 
the results should be measured. 


The Serving Men of Planning—“Why?” “How?” “When?” “Where?” 

“Who?” “Which?”—But! 

The guide-posts for forming new routines are: 

1. Investigate what other people do in like circumstances. 
2. Make your own inferences as to what should be done. 
3. Test the inferences by a sound method. 

4. Form several conclusions. 

5. Adopt the best. 

Just as in the forming of a routine we are endeavouring to establish 
a formal procedure so we should follow a procedure ourselves. These 
would be the steps: 

First—All superfluous steps or motions should be eliminated. 

Second—The order of the various steps should be established with 

the purpose of the new routine always in mind. 

Third—A steady and even flow of work should be provided for— 

based on the volume figures obtained in the analysis. 

Fourth—Correct working habits should be prescribed and developed 

for performing the work. 

Fifth—The best tools and equipment should be provided. 

In my experience one of the most consistently appearing enemies is 
“Mr. Dire and Dreadful.” He will appear if any mention is made of 
eliminating an unnecessary step in the routine. The dire and dreadful 
forebodings that will follow his extinction are all you are left with for 
justification of his retention. Certainly the facts exclude him. 

The most common eliminations are on account of : 

(a) Entering unnecessary information, e.g., number of account, name 
and address—when account number would do. 

(b) Duplication of records. 

(c) Filing three or more copies in several places when one is sufficient 
for retention. 

(d) Temporary information gaining the realm of permanency. 

(e) The obsession for checking all items in complete detail. 
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In establishing the order of steps it often happens that the people most 
vitally affected have been obtaining the information last. 

In arranging for an even flow of work the disposition of staff for each 
step has not been accurately gauged and bottlenecks occur. Two clerks 
at the end of an operation are delayed because a part-time clerk in 
another department has been too busy to complete his small operation. 

Chief troubles about working habits are that each clerk has found 
his own method and follows it. Nobody has ever sat down with him to 
hear his troubles and watch his methods. He may be perusing a ledger 
for unpaid accounts and preparing a list—but because he has been 
frightened at some time by an office boss about the importance of 
accuracy and neatness, he may—unbeknown to anybody, make it a habit 
to go through the ledger twice to be sure he hasn’t missed any (despite 
the fact that only once in a while does he ever find that he had). Further, 
he first prepares a rough list and then rewrites it carefully from the 
first copy and then checks it. 

Equipment and tools are either lacking or out of date. To anyone 
who is thinking of spending money on machines, let him first read 
Lloyd’s book called Research in the Office, especially his article “Printed 
Form versus Machine.” He reaches the conclusion that the installation 
of many machines have resulted in savings only because of the simple 
changes that have been made in forming new routines for flow of work 
to the machine. He sows a seed of caution in every office manager’s mind. 

However, if machines, gadgets, or equipment have advantages which 
will provide real improvement they should be carefully considered. 

One has to emphasise that the one best way has to be adopted. I have 
found it best to consider several alternative conclusions and, of course, 
this really amounts to the preparation in part of several new routines. 
However, by doing this, I sometimes discover that although one has not 
much appeal when it is first developed, a singular simplicity often 
attaches to it which in the end places it first in the final consideration. 


THE SECOND PHASE OF OFFICE PLANNING 


Flow of Work—Schedules 
FLOW OF WORK: Four chief factors to my mind produce a spas- 


modic movement of work: 
1. The lack of schedules. 
2. The manning of certain stages of the work with insufficient staff. 
3. Lack of stafdard methods of moving the work from one operation 
to the next. 
4. Ineffective supervision. 


SCHEDULES: A simple example of an office schedule— 


Daily: Inward mail to be opened and distributed to desks by 9.30. 
Orders from salesmen for previous day to be forwarded to: 
Sales record clerk by 9.15 
Credit section by 10.00 
O.K.’d for credit orders to store by 10.30 
Invoice section by 12 noon 
Delivery tickets to store by 3.00 
Delivery tickets with goods to despatch by 4.00 
Outgoing invoices to mail room 4.30. 


Weekly and Monthly schedules are necessary for weekly and monthly 
work such as journal entries, returns, etc. 
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The placing of staff adequately at required steps in the routine can be 
simply measured and the force established. Once this is done the posi- 
tion has to be reviewed only when work is slack or excessive. 


Moving the Work 

A unit plan of flow may be described as follows: A unit may be any 
number of pieces from one up. As soon as one unit is finished on any 
operation the work is passed to the next step. If the unit is 10 work will 
flow from one step to another in units of 10. The size of the unit will 
depend upon the number of steps in the routine and the length of time 
it is desired to have the work take. If the number of steps in a routine is 
20, and the average time required for each step is one minute, the order 
can flow through all the steps in a little more than 20 minutes if the 
unit is one piece. If it is 10 pieces 200 minutes would be required. The 
unit plan of flow is therefore an organised method and undeniably 
superior when compared with the haphazard process of flow obtaining in 
many office routines. 

If rubber bands are placed round each unit of work and a small 
printed route sheet is numbered and marked in the bundle, control can 
be maintained over the work. Special cardboard boxes or strong 
envelopes or folders may also be used for the purpose. 


Office Lay-Out 

You have all probably seen offices which are not much of a credit to 
a concern. If you can, picture some of these in your mind for a 
moment. i 

Here I can only say that too little attention has been given by office 
managers to the appearance of the office; and suggest that by daily 
coming and going we become used to desks, filing cabinets, and machines 
being where they are. We do not see the office as a new-comer does. 
Do we not lose the opportunity by bad lay-out and the consequences it 
brings—to provide better and more congenial “working” conditions for 
the staff and to create a favourable impression with callers? Evidence 
of bad lay-out are: 

(a) Space is not commensurate with activities. 

(b) There is insufficient cupboard and filing equipment. 

(c) Papers, records and books are left lying about. 

(d) A suitable place has not been provided for everything. 

(e) Coats and hats of staff are not under cover. 

(£) Staff walk and move about too much. 

(g) Papers and books are strewn all over desk tops when staff leave 

at end of day. 


Quite often money cannot be made available to purchase adequate 
equipment, but nevertheless much can be achieved without large sums 
of money. Further, a sympathetic management will often provide a little 
money at a time for a carpenter here, a painter there, etc. The good 
office manager will go ahead with his lay-out on paper and get as much 
done as he can to improve lay-out and then gradually by the wise use of 
small sums produce a transformation in the end. 


Some Good Rules for Office Lay-Out Are 


1. Make up your mind to come back from your holiday or a long 
week-end and arrive at the office early. When your mind is fresh 
note and write down all the things which you can improve. Watch 
the staff at work for an hour and look for loss of time in unneces- 
sary walking and moving. 
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2. Measure up the office and calculate area and measure sizes of 

desks, file cabinets, cupboards, safes, etc., and prepare a plan to 

scale 4” to one foot. 

Mark in a new position for the simplest and most obvious pieces 

of equipment. 

Then mark in the remainder—endeavouring to face all desks to 

the front of the office if light will allow. 

Check over the advantages and disadvantages. 

Be prepared to make several changes before you shift everything. 

If cupboards and files are tall consider reducing height if floor 

space can be made available. 

It is good to make aisles at least 3 ft. wide and to leave 3 ft. 

between desks. 3’ 6” for each is excellent if space allows. 

Grasp the opportunity to go over all unnecessary records and 

useless odds and ends and destroy. 

10. If a large office, careful attention will need to be given to placing 
of electric power points, telephone positions, heaters and bells. 
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Office Conditions—Physical 


Here we deal with what always impresses me as a “tangible intangible.” 
Much can be done and large sums of money spent to achieve intangible 
results. There is a trend, however, in business generally toward the 
provision of better physical working conditions. Individual concerns 
must watch this and eventually follow suit. How do we know the 
damage that is done to eyesight by insufficient light—working always 
under artificial light—sickness from draughts—lack of heating? 

If we provide only poor equipment and accommodation and insufficient 
cleaning is the effect on the staff to produce good work? Are they 
inclined, too, to take us at our face value and produce shoddy and care- 
less work? All these are intangibles. To-day, however, free service is 
available from large utilities and firms on such subjects as “modern 
lighting.” The light that exists on rainy and dull days in a given space 
and the provision of tables of standards (in foot candles) worked out 
by experts. Noise elimination by the installation of special sound- 
absorbing board, noiseless office equipment, silencing of telephone bells, 
modern heating appliances suitable for office use, large air circulators 
and small wall fans, air-conditioning. The fitting of suitable window 
blinds, the correct frosting of glass partitions, the fitting of more suitable 
windows. 

Again the mairi thing is that a conscious effort directed to these ends 
may result in very real improvement often for a small outlay and with 
the warm gratitude of the staff. 


Furniture and Equipment 


Two materials are now available in Australia for office furniture and 
equipment of all kinds—wood and steel. You may decide to have cup- 
boards, filing cabinets and chairs all in steel and desks of wood. But 
to-day you can buy steel desks with a composition surface and the invest- 
ment may be a profitable one—certainly it will save felling trees. 

If at all possible standard sizes of desk should be established—one 
for each purpose—a clerk’s desk, typist’s desk, small desk. In these 
should be provided a small drawer to take ink-wells at the close of the 
day, and a special tray for pins, clips, pencils, and accessories, also out 
and in trays. For typists one drawer may have 3-ply or steel dividers 
for placing of stationery. 
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Suitable steel chairs are now on show in many office equipment firms. 
These should be fitted with castors. This provides easier movement and 
is of great assistance for cleaning. 

Steel filing cabinets are available in many sizes, and if transferring 
of old records is performed regularly large batteries are unnecessary. 
The smaller sizes 5 x 3, 6 x 4, and 8 x 5 are to-day within the reach 
of all office budgets. Steel posting trays are available for machine 
operators. 

Standard steel office cupboards can be provided in a large range of 
sizes and prices and steel clothes lockers are neat in appearance and not 
costly. 


Office Appliances 

According to the office machine manual there are 151 different kinds 
of office appliances in general. Then there are the additional special 
models, and there are from two to a dozen competing makers according 
to the appliance. 

I cannot deal with all of these, and I trust that you may, at your 
convenience, endeavour to obtain catalogues and leaflets from the various 
firms of the appliances available. Again there are many appliances such 
as adding listing machines with which you are all familiar. 

I would, however, like to deal specifically with several appliances. 
They are: 

(a) The Addressograph (wrongly so-called). 

(b) The accounting machine. 

(c) The continuous manifold form—typewriter. 

(d) The “Ditto.” 

(e) The “Peg-Board” in conjunction with the calculator. 

(f) The Sortergraph. 

In my opinion adding machines, typewriters, calculating machines 
and many others are used for work volume if money can be procured 
when the need arises, but the above machines are not used as extensively 
as they could be with beneficial results. 


The Addressograph 

The Addressograph was invented to save repetition in address writing, 
but we tend to think of it only when this subject arises. Actually it 
can be used for any type of information that has to be written repeatedly. 
Examples are “Materials in Store,” “Job number and Descriptions,” 
“Payroll Preparation,” “Expense tabulation by various Classifications” 
and many others. The equipment necessary is: 

(a) A Graphotype unit. 

(b) A supply of metal plates and cabinets (stencils). 

(c) An addressing machine unit. 

Machines are available which use a card stencil and a typewriter is 
used instead of a graphotype. 

Very high speeds are possible with the electric models but non-electric 
models are much faster than typing or manuscript copying. A big 
feature is the accuracy in repetition if the original plate has been care- 
fully checked. 

The latest model will print the form both sides from a continuous 
roll of paper, enter the address in three different positions at a speed of 
2,000 per hour. 

The time taken to select particular plates for use in addressing, and 
return plates to correct positions, is still very much less than typing. 
I think that this fact is not generally recognised and that firms with 
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large installations of addressing equipment still send out great batches 
of letters and typed envelopes when by a little planning the addressograph 
could be used. 


The Accounting Machine 


In the number of automatic features and the production of several 
records at one writing which this machine provides, the office manager 
has extensive opportunities for simplification and economies. When 
to this we add error elimination and control of accuracy for a capital 
outlay which is not considerable, it is surprising that so many oppor- 
tunities still exist for its profitable introduction. I have been forced 
to the conclusion that its purpose is not sufficiently understood in many 
cases, and that in others fear of a change in system which often brings 
to light many other weaknesses are the underlying causes for this. Cer- 
tainly the persistence of salesmen has not slackened over the last ten 
years. I think it is not out of place to comment that the tardiness of 
banks in this matter has not been without its influence in this country. 
Errors are still possible in savings bank pass books and the depositor 
must be very careful to check the amount entered before he leaves the 
counter or £100 may be entered as £10 and much fuss and inconvenience 
result before a correction is made. 

This machine will enter transactions to several records simultaneously. 
It will post a debit to, say, the customer’s statement, ledger account and 
sales journal, and if necessary, dissect over several departments. Between 
600 and 1,000 such entries may be made per day, the various columns 
(say four) being added vertically and totals printed and at the same time 
the cross-footer is computing horizontally. Date may be printed auto- 
matically and only changed each morning. If predetermined totals are 
available (as they should be) complete proof is available at the end of 
the work as to accuracy. When the last entry has been made the 
statements may be withdrawn and mailed. When new statements are 
headed up and the balance owing entered, the accounts may be analysed 
for age over four columns and the trial balance completed in the same 
operation. 

This summary has referred to accounts receivable, but a great many 
other kinds of accounting may be undertaken such as accounts payable, 
payroll expense accounting; private ledger; cost accounting; stock con- 
trol; and made applicable to almost any kind of business. 

A double cross-footer is used for certain special applications, two 
balances being cross computed simultaneously, e.g., in stock control, 
the quantity and the value, in hire-purchase accounting, the contract 
balance and the instalment due balance. Two total machines may be 
used to advantage on many applications and for these the principle of 
balancing by difference is used. 


The Manifolding Typewriter—Using Continuous Forms 

Many opportunities exist for the alert office manager to combine 
the preparation of several forms in one writing instead of several. 
Instances are the two copies of delivery tickets with the three or more 
copies of invoices, and the preparation of purchase orders and goods 
inward tickets. 


Specimen Back of Forms 

Machines are available which will provide seven or more legible copies 
on 11-lb. bank quality paper. Likewise a standard typewriter may be 
fitted with an attachment. The forms are designed and then punched 
on continuous stationery in packs of 50/100 or 200. 
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Carbon is so placed in the machine or attachment that the forms feed 
continuously through the carbons to the writing position. All the 
operator has to do is type the information, draw the forms through to 
the position where the perforation comes opposite a marker and 
then tear off. The seven copies are then ready for sorting and despatch 
and no carbons have to be removed. Many operations are saved, the 
selection and collation of the forms, the insertion of carbons, insertion 
of forms in the machine, withdrawing the forms, removing carbons, etc. 


The Ditto Machine 

This machine is no more than the old gelatin method of keeping office 
letter books improved for the 20th century office. It is made in two 
models; the rotary machine which has a drum round which the gelatin 
sheet is wound and the flat bed machine on which the sheet is clipped. 
The principle of use is to type the information it is proposed to duplicate 
to a master copy through a special “ditto” typewriter ribbon or through 
“ditto carbon” or by hand using special ink. This master copy is placed 
on the gelatin sheet which is dampened and allowed to remain a few 
minutes. Blank sheets are fed over the master and, hey presto, you 
have your perfect copies in a few minutes. Features of the machine 
are: 

1. Cheap purchase price. 

2. Cheapness of supplies, i.e., no stencils to buy. 

3. Exact registration is possible. 


This last feature means that printed forms may be fed into the 
machine and the copy be reproduced in the exact position required. 


The Peg-Board 

Usually in conjunction with the calculating machine, in every office it 
is necessary to make periodical dissections. Quite ofter these have to 
be made over a number of columns. To use this time saving gadget 
it is necessarly only to: 

(a) Place the headings vertically instead of horizontally on the 

paper, and 

(b) To print in advance the information for dissection. 

Holes are punched by the printers and narrow strips of paper are 
used. The printed sheets are then placed in the peg-board and the figures 
entered to their appropriate columns and headings. Cross computation 
is facilitated by the use of the slide which moves as required by the turn 
of a knob. 

A great advantage of this method is that copying may be avoided by 
having the printed forms available at the original source for the entry 
of figures. When received at the accounting section they have only to 
be placed in the peg-board together with other strips and the work is 
ready. 

The Sortergraph 

Much sorting is necessary when a large number of forms are in use. 
To handle this work various methods are followed, such as spreading 
the papers on a desk top in heaps kept in place by paper weights, sorting 
into pigeon holes, placing papers behind adjustable steel dividers, etc. 
An interesting piece of equipment developed to speed this work is the 
“Sortergraph Machine.” The tabs are placed about a third to half an 
inch apart on a sliding steel strip with each classification legibly printed 
on the visible edge. Phenomenal speeds are obtained by the use of this 
equipment if the operators are carefully selected and properly trained. 
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Before commencing to sort papers into, say, strict numerical order, 
operators should be instructed that sorting by the most convenient digit 
or digits will save time on each sort. The slide will demonstrate the 
advantages to be gained by the use of such equipment. 


Deciding on the Type of Machine 


It is a useful rule before purchasing a machine to list the features 
required—as: for a postal meter or franking machine. 


SS eee eee 332 
ie ED hcae a6 oe Ge. on 5 3 3 
DN bs iio ee. te Ve cele!) ee 
4. Ease of change of denomination 5 4 3 
5. Counting mechanism .. .. .. . 5 3 3 
6. Inking attachments .. .. .. . 422 
7. Advertising plates.......... 5 5 0 
8. Mechanical construction...... 5 5 5 
EDD 20 os 30 tes 33 § 
St Sn 6 e408 20 we. we 5 5 0 
11. Country of origin .. .. .. 5 5 0 
i MP Ss 56 6s an oe. 00 46 23 § 
13. Opinions of others, etc. .. . 5 .¢@ 

61 50 30 


and to assign as impartially as you can a rating in numbers for each 
feature. This will not be conclusive but will assist in making a decision 
and may avoid the overlooking of one or two factors which result in much 
inconvenience or loss. 


Design of Printed, Forms 

For the benefit of those who are or may be responsible for the origina- 
tion and design of a number of printed forms I preface my remarks on 
this subject with a story. 

“An enthusiastic Belgian persuaded an employer that he could save a 
lot of money on his clerical work. The Belgian’s first effort was to build 
himself a little square office with glass sides right in the middle of the 
general office. Once he had made his nest he began immediately to hatch 
clutches of coloured forms at a most phenomenal speed. Most of his 
progeny were octuplets: There were at least eight copies. He had soon 
exhausted every hue in the spectrum. His enthusiasm mounted with 
every hatch. His variegated young were scattered broadcast to every 
corner of the organisation, unclothed with any instructions as to what 
people were meant to do with them. A proportion of the simpler types 
were returned to father with some of the required figures more or less 
accurately entered. These he hailed with every manifestation of delight, 
feverishly copied the figures on to other forms of many colours, crumpled 
up the originals and hurled them on to the floor of his nest. At the end 
of three weeks the managing director woke up to the fact that every clerk 
in the company was rocking with unholy mirth. He decided that some- 
thing must be done about his protege, and since mere written notice to 
quit left him entirely unmoved, he organised a cutting-out expedition. 
He alleges that this strange creature was found in its nest, buried to the 
neck in abandoned coloured forms.” 

This will, I think, point a warning sign in this important phase of office 
management. 

However, as we must possess forms, here are some helpful hints. One 
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of the principal aims is to reduce to a minimum the work needed to handle 
them speedily. This work may be divided into: 

(a) Entering information. 

(b) Taking off information. 

(c) Sorting and filing. 

Arrange the form so that it is easy to enter information. If the 
information comes to the user from several sources he can enter it to a 
limited part of the new form rather than jump from one part to another. 
If certain words, as for instance “part number,” “operation number,” 
“quantity” and “rate” appear on several forms it is obvious that if they 
always appear in the same sequence there will be less liability of error in 
transferring information. 

Take care to see that no space is provided on the form that cannot be 
used as a basis for action. Abhor “Remarks” columns. If the question 
arises as to which of two arrangements is preferable, one being better for 
entering and the other for taking off, the preference should be given to 
entering information. The sources of information are usually varied and 
there is more likelihood of error in getting data on forms than in taking 
it off. 

The number and variety of papers in the average office are so great 
that they are forever being sorted and re-sorted. Following the pro- 
gress of any piece of paper will show how frequently it is handled with 
other papers or selected from them. 

The form should, therefore, be designed to make this sorting easy, i.e., 
variation should be used of either name, number, colour, size, or general 
appearance, and symbol or name which is used for sorting should be 
placed at the top right hand corner of the form. 


Preliminary Data 

Find out what purpose the form is to serve. If there is more than one 
determine which is more important. Make a list of the information 
which should appear on the form. Decide where and how the form is to 
be filed. Ascertain if it is to be mailed. 

Listed below are points for consideration : 

Size: Standard sizes should be selected for forms and not departed 
from except in rare instances and then should be cut without 
waste from mill. ream sizes. The recognised standards are: 
4x5;5x3;6x4;8x 5; quarto; foolscap; 17 x 11. 

Many advantages will follow. Standard size binders and filing 
cabinets (which are the cheapest) will be interchangeable. 

Paper: It is important to standardise on a small variety of kinds, 
grades, weights, and colours of paper. The proper paper can 
be determined only by finding out how the form will be used. 
There are four main factors: 

1. Length of time paper must resist deterioration. 

2. Treatment—the amount and severity of handling, folding or 
exposure. 

3. Impress—the hand or mechanical method of applying the 
reading matter. 

4. Appearance—the character or appeal in the paper itself. 


Papers Chosen to Stand Severe Handling 

Bond papers have a large ratio of strength to weight. Ledger papers, 
as the name implies, were developed for ledger bookfillers, and are manu- 
lactured to supply a paper of even formation, smooth, uniform finish, 
and good erasing and wearing qualities. 
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Impress 

Impress may be limited to one kind, but is usually a combination of 
several. Each kind requires consideration of different factors in the 
paper. In offset printing, shrinkage is a factor, in mimeograph work, 
absorbency ; and for pen and pencil writing, non-absorbency and erasive 
qualities are important. 


W eight 

In determining the weight, the number of carbon copies to be made 
should be taken into consideration as well as the amount and severity of 
handling. 


Colour 

Elaborate colour schemes should be avoided, as they are confusing and 
expensive. If there are more than three copies of a form, they may be 
distinguished by printed numbers rather than by colours. 


Lines Printed or Ruled 

It is usually cheaper to print lines than to rule them, especially when 
the form is used in large quantities, for it must be run through the press 
for the type and the lines can be printed at the same time. If lines are 
ruled, forms must be run through the ruling machines in one or more 
directions and in one or more colours after the type is printed. All the 
effects gained by lines ruled in colours can be secured by the use of 
printed lines of varying weights or by double lines. 

An additional disadvantage of ruled forms is that a proof cannot be 
shown because when the ruling pens are set, the forms must be run off 
immediately. 


Type 
Gothic type should be used for all forms. This is a font which is kept 


by all good printers, is easily read, looks more business-like than other 
fonts, and presents a uniform and distinctive appearance. 


Ink 

Black ink for type and for lines, with very few exceptions, is more 
satisfactory. Each additional colour adds to the cost of the form, for it 
means an additional run through the press, since forms are usually printed 
on one-colour presses. The use of red ink to direct attention has become 
so common that it has lost much of its power to attract the eye. 


Printed One or Both Sides 

It should be made clear to the printer whether the form is to be printed 
on one or both sides. Special attention should be given to this factor at 
the present time when paper is scarce. 
Punched, Scored or Perforated 


Sizes of holes and distances on centres should be specified in writing 
as well as shown on the copy. 


Collated 


The sorting of the forms should be indicated; for instance, “in 
duplicate, first copy pink, second copy blue,” or “in sets of five numbered 
1, 2, 3, 4 and 5.” ‘ 


Padded or Banded 
Instructions should be given as to whether or not forms are to be 
padded and the number of forms or sets in a pad. 
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Instead of padding, forms may be banded, that is a certain number 
of individual sheets or sets may have a band of paper around them. This 
has the advantage of being cheaper because no glue or pasteboard back- 
ing is required. If the forms are to be filled in by hand, it is better to 
have them padded, because a pad holds them more firmly in position for 
writing. 


Quantity Wanted 

When a form is printed for the first time or an important change is 
made in an old form, it is not wise to print more than one month’s supply 
so that, if the need for a change becomes apparent when they are actually 
used, it will not be necessary to wait long before making the desired 
change. A printer will, on request, keep a form set up for one or two 
months, which will avoid the expense of composition when reprinted. 
When a form has proved satisfactory, a larger quantity may be ordered, 
i.e., from six to eight months’ supply, but rarely more than that. Savings 
through printing quantities that will last a year or more are usually 
nullified by having to destroy out-of-date or soiled forms. 

To those of you who are in the position to order it, or arrange it, may 
I suggest that you have collected two copies of every form in use in your 
office—one blank and one completely filled in. 

Run your eye over the collection and see what obvious improvements, 
eliminations, alterations, simplifications, and economies may be effected. 

Be it always remembered, however, that existing filing binders and 
cabinets may be more costly to replace with new sizes than alterations in 
forms will justify for some of the forms. 


CONCLUSION 

In conclusion I provide a brief summary. We have: 

Examined “The field of Office Management” in modern business. 

Demonstrated the need for the use of fundamental principles in the 
office—as in the factory. 

Illustrated the necessity for a sound organisation set-up in the office. 

Pointed to the recognised authorities and the sources available which 
provide information about office management. 

Indicated the influence of such factors as invention, developments in 
transport and communication—the effects of improved engineer- 
ing techniques in the production of a host of excellent appliances 
and equipment. 

The increasing amount of work assigned to the office because of 
additional costing, working to closer margins—and taxation and 
government requirements. 

Emphasised the extent of the knowledge and technique that a skilled 
office manager must possess to meet these problems coupled with a 
working habit of use of the fundamental principles. 

Indicated the importance of office planning and standardisation of 


routines. 
_ And I close now with a repetition of those axioms which are so helpful 
if applied: Recognise 
Summarise 
Analyse 
Organise 
Deputise 


Supervise. 
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Planning Production 
By H. B. WILLIAMSON, A.I.C.A. 


There is food for considerable thought in the fact that it is widely 
acknowledged British munition and armament production should be 
increased from 30 to 40 per cent. to meet future eventualities, and only 
one method by which the required stepping up can be achieved, that is 
a higher degree of efficiency in the planning of production. This factor, 
and this alone, can bring about the attainment and retainment of the 
desired peak. 

When an opponent has at his disposal production centres operating 
at the highest peak of technical perfection, and in which mathematical 
accuracy controls the manufacture of the smallest component of the 
finished product, it is imperative that he be met with his own weapons, 
for, even though equality exist in number and size of armament and 
munition works, it is sure that, in a war where mechanisation plays the 
major part, that country which can continuously and unceasingly turn 
out the greater number of such modern weapons must win; man-power 
playing, as it does, so small a part. 

As with all new methods, prejudice has to be overcome. For some 
reason the individualist is frowned upon, in many undertakings, as a 
pragmatist, and Lord Fisher’s brilliant epigram, “Favouritism is the 
secret of efficiency” is particularly apt. 

All war industries should be working, at present, at full capacity, this 
demanding the highest possible standard of scientific achievement but, 
although each centre may consider its own output at the peak, it cannot 
be inferred that the greatest possible output has been attained. Two 
industries of equal size, producing the same article with similar 
machinery, may, because of dissimilar methods of production, and per- 
haps lack of functional organisation and modern methods on the one 
hand, achieve peak productions in no wise similar, making it obvious 
that the phrase Peak Production is somewhat ambiguous. 

There is only one method of overcoming such shortcomings, and that 
is by utilising time to its fullest capacity, and generally recognising the 
necessity for Standardised Planning. 

For this purpose certain Service Departments are indispensable, and 
should exist even though in some modified form; where these functions 
are in evidence a Standard Peak is attainable by all branches of industry. 

The whole ‘structure of the system, functional, or line and staff 
organisation, depends, for its efficacy, upon the ability of skilled 
executives, expert in their own field, and each controlling some highly 
technical function. 

The particular functions which it is intended to discuss here are those 
which will more especially step-up production, and consist of :— 

(1) Drawings and Design. 
(2) Planning. 
(3) Progress. 

: (4) Inspection. 

These four departments are an integral part of the complete service 
organisation, but in many factories do not form, as they should, a 
perfect unit, although some part of that unit may exist. 

Planned production is being carried out, to some effect, in many 
Commonwealth war production centres, and the fine organising ability 
of even one skilled executive with complete control of the above four 
functions has proved effective, although it means the throwing of a 
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tremendous responsibility upon the shoulders of one individual, who, to 
carry out such duties, must be highly qualified and conscientious beyond 
the ordinary. 

While, however, a big proportion of industry has the above services in 
evidence to some extent, a detailed scientific study of them is practically 
non-existent ; this detailed study not only tending toward greater output, 
but toward economy of overhead expenditure. 

An outline of the complete scheme is best considered from the point 
of view of a factory having all departments under the control of a 
production manager, a technician conversant with all functions, and an 
individualist with up-to-date methods, who not only supervises but 
designs the special tools and appliances necessary for the change-over. 

With such a centre, fitted with the necessary machinery to turn out 
special parts, a standard peak should be attainable. 

Orders having been received, together with blue prints of fixtures, 
jigs, tools, etc., and required parts, the production manager makes his 
preliminary survey, checks up on all requirements for placing the 
factory on a war basis, and may improve on special attachments as 
originally designed, forwarding them to drawings and design for com- 
pletion. Orders will be placed with the tool room for these items and the 
machines prepared for service. 

Once the initial requirements have been carried out standard pro- 
duction may be proceeded with. Standard production infers, in this 
case, that each factory is responsible for a certain output of required 
parts ; only by treating each centre as a department of the whole scheme 
of cohesive production can the highest degree of perfection be achieved. 

Visualising output from this point of view, it can be realised that one 
bottle-neck is capable of slowing up assembly, the only way of over- 
coming which is synchronisation, and the universal installation of a 
system which will result in a balanced capacity and standard peak pro- 
duction. 5; 

It can be appreciated, also, that such a policy automatically leads to 
the ultimate elimination of such evils as are inherent to cost-plus 
contracting. 

The production manager will authorise all orders for material required, 
forwarding requisitions to the purchasing department, who will then 
place orders with outside firms for supply. The availability of such raw 
material is a primary necessity. 

He will have sole authority to sign and issue all factory orders, and 
will place such orders in the shop for the manufacture of the parts and 
assembly operations, sending copies to stores and inspection, and super- 
vising preparation of schedules and progress sheets, thus ensuring that 
each department carry out its part in the manufacturing programme, and 
that articles be completed by the required date. 

It can be seen that planning and progress play the major part, drawings 
and inspection playing an important, but minor part, in the efficiency of 
the works. 

The efficient manager must turn his attention mainly to the former 
functions, as it is only through them that a standard peak can be 
adhered to, and, incidentally, it is here that one of the main difficulties 
existing at present, that is the shortage of skilled labour, will be met. 

Trainees have to be called upon to meet this shortage, and time only 
can furnish them with that degree of efficiency so essential to maximum 
output. 

_ In order to ensure a continuous load on all machines, and reduce 1dle 
time to a minimum, an initial plan of campaign should be graphed out, 
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and this will be obtained from operation study. The intelligent manager 
will consider the capabilities of the individual, with a view to placing 
each most advantageously, particularly as trainees may be so widely 
divergent in adaptability and speed ; with skilled tradesmen available for 
all machines, planning becomes a highly scientific and technical process, 
but, as he can only hope to attain greatest possible efficiency from the 
personnel available, his time study will consist of a personal knowledge 
of the possibilities of the particular employees engaged on a certain 
operation, and he will build up the complete programme of successive 
operations from this source. 

Motion study is as indispensable as time study, being a scientific 
analysis of the fundamental elements, or therbligs, of all machine 
operations, with a view to elimination of all waste movement. It can be 
applied, therefore, to speed up even the most unskilled of trainees, and 
as these become more proficient, further study will obtain a higher 
degree of achievement. 

Routing is the application of production planning in order to have 
available information as to the position with regard to all operations and 
processes at any given time. Route sheets deal with specific orders. 

The instruction sheets drawn up when time setting has been com- 
pleted become the key from which a complete record of movement 
throughout the factory can be obtained, and the means of drawing up 
progress sheets from which dates of completion of all lots can be 
checked. 

As a complete set of these latter sheets details times for all operations 
and processes, particulars of such operations, and machine loading, a 
graph of such information will delineate the production schedule or 
progress board as from a given date. 

One of the most universal methods of graphing such details is by 
means of the Gantt Chart, which can be in the form of a simple type of 
bar chart, detailing shop number, type and number of machine, with 
vertical columns representing period of machine loading. When jobs are 
issued, the times allotted will be graphed against each machine, under 
the particular date concerned. Where a thin line is utilised for this 
purpose cumulative loading can be shown by means of a continuous thick 
line ; idle time being visible, therefore, at all times. 

Inspection orders will be issued as considered advisable, and upon 
completion of jobs, inspectors being conversant with the function of the 
completed product; checking them and their component parts as to size 
by means of drawings, as to quality by subjecting them to the requisite 
tests. 

Where the foregoing principles are adhered to, the extreme value of 
the machine hour method of distributing overhead can be appreciated, 
all unprofitable work being capable of localisation. 
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Functional Classification in Selling Costs 
By L. W. Irwin, A.F.1.A., A.A.LS., A.C.A.A. 


In all methods of Cost Accountancy, the successful organisation and 
installation is dependent upon the amount of thought and consideration 
given to the classification of accounts. 

Upon this important phase rests the entire structure of procedure 
and analysis. It facilitates the ease upon which the necessary dissections 
and statistics are produced. The desired objective in obtaining informa- 
tion quickly depends largely upon the correct classification. This is 
especially true of Industrial Accountancy, and has long been recognised 
so that it is not surprising that in the newer form of costing—sales and 
distribution costing—its importance is equally as great. 

It is necessary that the correct account classification be used. because 
the characteristics of this type of Cost Accountancy are such that the 
elements cannot be so readily broken down and analysed as in the 
production of goods. 

In a factorv the objective to make goods is always achieved, but in 
marketing and distribution, sales are not always made. 


CLASSIFICATION 
Account classification falls into two principal categories : 
A. Natural: which indicates that accounts are classified according 
to their nature; and 
B. Functional: which classifies accounts according to the functions 


performed. 


It is this latter category that supplies the most information in regard 
to the selling activities. It is of a more flexible nature, and possesses 
greater advantages to the cost accountant. 

As selling activities are wholly functional in their nature, it is logical 
that this classification should be used, and fixed and variable elements 
in expense are more easily discerned when sales are recorded in this 
manner. This information is just as valuable in analysed marketing 
costs as in production costs. 

In the determination of any marketing costing plan two elements have 
to be considered : 

(1) The revelant functional activity; and 

(2) The pro-ration of fixed and variable elements. 

Both are of sufficient importance to merit consideration. 


FUNCTIONAL ELEMENTS 


The necessary activities concerned with selling and distributing goods, 
or products, should be dissected and broken down into as many elements 
consistent with the information desired. Classification into too simple 
a form will not give any information, whilst on the other hand, if made 
too complex, will defeat its object by requiring too arbitrary a pro-ration 
of expense. 

The two principal activities, in simplest form, are, firstly, obtaining 
the order, and, secondly, filling the order. These classifications mav he 
used as the basic characteristics. As many as ten separate functions 
can be used, but the most common are: (a) direct selling expense: 
(b) advertising; (c) administrative; (d) warehousing; and (e) 
delivery. 

D 
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Each of these functional classifications will have a group of expenses, 
which combined will give a picture of what is happening within a 
particular activity, and how expenses are being incurred. An example 
of both the functional and other relative accounts would appear as 
under : 


Type 

Acct. No. 6. Delivery: 601. Salaries .. .. .. .. .. Fixed 
G2. Waets............ Vaerable 

ek. MT oc se 46 a0 3600 Bee 
604. Maintenance and Repairs Variable 

605. Depreciation .. .. .. .. Fixed 

606. Registration .. .. .. .. Fixed 


Consideration to the type of accounts is dependent upon the kind of 
business in which a system is being installed. The classification has the 
same objective as in production costing, and for this reason resembles 
it in many ways. The grouping of accounts into its fixed and variable 
elements is desirable, especially if the accuracy of the accounts and 
distribution is being considered. 

From this point the pro-ration of the cost may be made according to 
whether the analysis required is by territories or by products. This 
factor is also controlled by the requirements of the business. 


FIXED AND VARIABLE ELEMENTS 


With the segregation of the classified expenses into the fixed and 
variable elements, the allocation upon a proper basis is the next 
consideration. It appears advisable that items which are of a semi- 
variable nature should be further analysed so that the fixed and variable 
portions may be pro-rated separately. In some cases, such as telephone 
accounts, this is performed by the Postmaster-General’s Department, 
and outside organisations, but other items require calculations to be 
made, which may be based upon past experience. 

In this allocation of these expenses, whether the distribution desired 
is by territories or by products, the basis to be used should be such that 
will reflect, as near as possible, the proper proportions of the relative 
expense items as incurred. For this reason it is suggested that fixed 
expenses could be distributed according to the gross sales value, whilst 
variable expenses may be upon a unit distribution basis, rather than that 
one basis of disttibution be used for both types of expenses. Using 
three methods of allocation, the example shown here will illustrate the 
differences : 


DISTRIBUTION—PRODUCTS 
Gross Sales Value: £28,000. Product Units Sold: 1,400. 


Function Account Amount Method1 Method2 Method 3 
Fixed 
6. Delivery: 601. Salaries £500 -0178 *357 ‘0178 
605. Depreciation 500 + -0178 -357 ‘0178 
Variable 
602. Wages 1000 -0356 ‘714 ‘714 


604. M./Repairs 300 ~=-0107 ‘214 ‘214 





Totals £2300 -0819 1:642 9636 
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Method 1: Distributed according to Gross Sales Value; 

2: Distributed according to Product Units Sold; 
3: Fixed Expenses distributed by Gross Sales Value, 
Variable Expenses distributed by Product Units Sold. 
From the illustrative figures shown above, the third method appears 
to show a figure which is similar to an average of the other two methods. 
It appears to be more logical than either of the other methods, because 
Fixed Expenses is the non-variable factor, whilst in the case of 
Variable Expenses, they are dependent upon the Product Units sold, 
and are independent of the price factor. In the latter case, some other 

factor such as Ton-miles could also be used, if considered desirable. 


CONCLUSION 

Distribution and Selling Costs differ from Production Costing, 
because of the flexibility of their nature. It cannot be measured with 
the same predictive accuracy. With a given amount of material, a 
definite number of labour hours, and the known plant capacity, an 
estimate of production, to within a small variation, is possible; but on 
the other hand, even with the goods to be sold, it does not follow 
that a given amount spent on sales effort, advertising, and packaging 
will produce a certain volume of sales. 

It is, however, certain that with the analysis of these functions, much 
‘stabbing in the dark” could be eliminated, or minimised. This 
analysis should be beneficial to those organisations where distribution 
is the predominant function of its activities. 


‘ 





Transport Expense Control Under the Standard 
Cost Plan 
By C. N. Harris, A.1.C.A. 


The system of Standard Costs as applied to Transport Expense Control 
outlined in this article was designed and installed primarily as an 
accountancy exercise, but so successful has it been that it is felt that 
other accountants and students of accountancy will be interested in its 
working. 

Information not available from other sources is supplied to the office 
by drivers, and consists of the number of loads carried both inwards and 
outwards, and the weight of each, and the speedometer reading at the 
start of the day. All other information required is obtainable from 
oflice records. 

The actual transport expense is accumulated into a Transport Expense 
account in the General Ledger, from the usual sources. In this regard, 
the wages earned must be brought into the account, irrespective of 
whether the amounts have been paid or not. 

The information from the daily mileage dockets furnished by drivers, 
is accumulated, for convenience in handling, on to a weekly summary 
sheet. These sheets are totalled at the close of the month, and the totals 
transferred to the Transport Cost Report, where all information is 
accumulated, again for ease in handling. The speedometer is read at 
the close of the month, and the total mileage for the month ascertained. 
Columns are provided in the monthly Transport Cost Report for com- 
parison with last month’s figures. 
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Transport Cost Report 
PE O68 cect cncsicaverns shs4s 1942 


This Month Last Month 

















Wages, Bonus & W/Comp. Ins. .. £34 10 0 
SE 2s 5s va ae o> ¥6 os Ka 012 0 
Sch be o2 46 4h 46 Gv od Ss ‘a 3 
seers 110 0 
Pwoe. Gor TPS 2. 2. 6 eo 0s 0s a0 8 0 0 
Total Fixed Expense .. .. .. £46 9 1 
Petrol (51 gals.) & oil .. .. .. .. £619 10 
Maintenance .. Se maak gl: iw ae 
Tyres at....per mile .. 
Total Variable Costs .. .. .. £619 10 
eee: ie 
No. of | Weight Speedo at finish .. 7173 
Loads tons Speedo at start .. 6718 
In 82 307 — 
Out 44 102 Mileage run .. 455 
Total 126 409 


(Miles per gallon = 8-92) 
Total ton-miles (409 « 455) = 186,095 


K, (Wages, etc. per day) £34 10 0+ 31= #1 2 3 
Ky (Fixed expense—excluding 

wages) = £446 9 1— £3410 O #11 19 1 
Ks (Variable Expense) — Ton-Miles ‘9 

The Transport Cost Report is self explanatory, with the exception, 
perhaps, of the three “K” numbers. These are constant figures, and are 
obtained, and provide information, as follows: 

K, is the wages payable per day, and is obtained by dividing the total 

wages payable for the month by the number of days in the month. 
(It is immaterial whether working days or every day is taken, as 
long as the standard adopted is the same for each month.) 

Ky is the Fixed Expense and should be the same for every month, 
regardless of the number of days in the month, since it is the 
period of the calendar month, or one-twelfth of a year that is 
under consideration. 

Ks is the variable expense divided by the ton-miles carried, and should 
remain fairly constant, since there is a definite relationship between 
= ton-miles carried and the variable expense incurred in carrying 
them. 

The Transport Cost Report, therefore, provides physical control over 
actual expense, but so far, has no parallel in the financial records. The 
entries to control the expense are made on the standard cost plan. 

In the case under review, the truck is used to carry goods to store, as 
well as for delivery after the sale has been made. Over a period, it was 
observed that the quantity carried inwards was about twice the quantity 
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carried outwards, and the standard number of loads was determined on 
this basis. It was also observed that when the monthly ton-miles figure 
was below 200,000 the truck was not working to capacity. Upon this 
basis, the standard number of loads was set at 150, being 100 inwards 
and 50 outwards, and the standard ton-miles at 210,000, which gives a 
standard ton-mile figure inwards and outwards or 140,000 and 70,000 
respectively. 

The standard cost per ton-mile was calculated on figures actually 
observed, the following being the data: Actual ton-miles for the month, 
186,000; actual fixed expense, £46/9/1; actual variable expense, 
£6/19/10. 

The fixed expense figure would not vary, no matter what were the 
ton-miles run. Therefore, if the total fixed expense be divided by the 
standard ton-miles, a fixed cost per ton-mile will be obtained. On the 
other hand, the variable expense would alter with the ton-miles run, so 
a standard ton-mile variable expense figure will be obtained by dividing 
the present variable expense figure by the actual ton-miles. The answer 
in the first case gives -053d., and in the second, ‘009d. The standard 
cost per ton-mile was therefore set at the total of these two, i.e., ‘053 
+ -009 = -062d. 

With these standards, the entries can now be passed through the books. 

The Idle Capacity is the amount by which the actual ton-miles falls 
short of standard, in this case, 210,000 less 186,000 = 24,000 ton-miles. 
The standard cost of Idle Capacity therefore is 24,000 « ‘062 = £6/4/-. 
The first entry relieves the Transport Expense account of this charge, 
thus: 

Idle Capacity A/c. Dr. £6 4 0 
To Transport Expense A/c. £6 4 0 
Being standard cost of idle 
capacity: 24,000 ton-miles at 
standard -062d. ° 


The Transport Expense account now shows the actual expense of the 
actual running, and must be distributed over Stock Inventory account 
(as representing part of the cost of the goods for sale) and Delivery 
Expense Account, a straight out charge against profits. 

The basis of division is the weights actually carried inwards and out- 
wards, of actual ton-miles at standard cost. As no separate figures are 
available for mileages inwards and outwards this seems to be the most 
equitable basis for division. The actual ton-mile figure may be used, 
since the transport expense account has been relieved of the idle capacity 
charge, and therefore shows the expense incurred in running the actual 
ton-miles. The weights actually carried (from the Transport Cost 
Report) were 307 tons inwards and 102 tons outwards. The journal 
entry is therefore: 


Stock Inventory A/c. Dr. £36 5 2 
Delivery Expense A/c. * 12 011 
To Transport Expense £48 6 1 


Being actual ton-miles carried 
at standard cost, distributed over 
Stock Inventory A/c. (Inwards) 
and Delivery Expense A/c. 
(Outwards) in proportion of 
actual weights carried: 

S.I. 307 + 409 « 186000 « -062 
D.E. 102 + 409 « 186000 « -062 











198 THE AUSTRALIAN ACCOUNTANT APRIL 










































The ledger accounts, when these entries have been posted will show: 
Transport Expense A/c. 





. ), Se =o By Idle Capacity .. £6 4 0 
» Balance B/D .. ; iz » Stock Inventory 36 5 2 
» Delivery Exp... 12 011 

£54 10 1 £54 10 1 

» Balance C/D .. » I-27 


Idle Capacity A/c. 


To Transp. 
aaa 
Stock Inventory A/c. 
To Transp. 
<a st: 36 os ee ee 


Delivery Charges A/c. 
To Transp. 
BE ccs cs ose TE OD 


The Transport Expense Account has not been cleared entirely, and this 
may be accounted for by the fact that the actual ton-miles inwards and 
outwards is not known, since separate mileages are not kept. The 
account is now cleared by writing the amount off to Idle Capacity, since 
it is probable that a variation has occurred in this account due to lack of 
information. The journal entry is: 


Transport Expense A/c. Dr. #1 1 2 

To Idle Capacity #1 12 
Being Transport Expense over 
absorbed. 


Had the opposite been the case, the Transport Expense Account 
would have been cleared by a further debit to Idle Capacity, for the 
same reasons. 

It now remains to clear the Idle Capacity Account by absorbing this 
into Stock Inventory Account and Delivery Expense Account in the 
proportion of the loads carried. 

The standard number of loads inwards is 100, while the actual was 
82. The Idle Capacity caused by not running the truck to its full 
capacity inwards was, therefore, 18 loads. Outwards standard number 
of loads is 50, while the actual was 44, therefore the Idle Capacity out- 
wards was 6. The total Idle Capacity charge must therefore be appor- 
tioned in the ratio of 18: 6, and the journal entry is: 


Stock Inventory A/c. Dr. £5 2 10 
Delivery Expense A/c. Dr. 23s 
To Idle Capacity £5 2 10 


Being total Idle Capacity appor- 
tioned over inwards and out- 
wards in the ratio of the number 
of loads by which inwards and 
outwards fall short of standard. 


When these journal entries have been posted, the Transport Expense 
Account and Idle Capacity Account will have been cleared, their amounts 
having been distributed over Stock Inventory and Delivery Expense 
under the headings of Transport Expense and Idle Capacity, thus: 
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Stock Inventory A/c. 


To Transport Expense £36 5 2 
To Idle Capacity .. .. 317 2 


Delivery Expense A/c. 


To Transport Expense £12 0 11 
To Idle Capacity .. .. 1 5 8 


It will probably not be possible at any t to clear the Transport 
Expense Account accurately to the penny withuut a subsequent adjusting 
journal entry, but as long as the account can be cleared at Standard 
except for a few shillings, the method should be satisfactory for most 
purposes. 





Book Reviews 


Local Government 


McGraw-Hill Book Company, the new York publishers, have added 
another useful volume to their series in political science. The author, 
Thomas Harrison Reed, in his preface to Municipal Management, points 
out that local governmental administration has grown up and can be 
treated as a subject distinct from the numerous other fields of know- 
ledge which are employed in its service. 

In aiming to make the book intensely practical, the author has designed 
it primarily for two classes of readers—students preparing for careers 
in public administration, and also those already employed in local 
government, who desire to equip themselves better for their jobs. 

To the student of local government in Australia it will come as a 
surprise to know that no one knows exactly how many units of local 
government exist in the United States, but that the best estimate is in 
the vicinity of 172,000. The book covers a wide field of management, 
including police, public safety, public health, parks and recreation, wel- 
fare and housing, public works and utilities, and libraries and museums. 
There is a useful chapter on the assessment and collection of rates 
(taxes) while one of the most interesting of the many charts in the 
manual is that setting out the organisation of the city of New York 
government. 


Hire Purchase Law 


“During the past fifty years or thereabouts the practice of selling 
various goods on hire-purchase has become such a common feature of 
our commercial life that it is essential that the law with respect to it 
should be made perfectly clear.” 

This is the opening paragraph in the introduction to a new handbook— 
Hire Purchase Law in New South Wales, published by Butterworth & 
Co. (Australia) Ltd. Mr. J. B. Collier, Barrister-at-law, has written 
this manual as the result of the placing on the statute book of the Hire- 
Purchase Agreements Act, 1941. 

New South Wales has never before had the benefit of statute law 
embracing this subject and the author has taken the opportunity, not 
only of reproducing and indexing the text of the new legislation, but 
also of fully explaining its provisions and quoting a number of decided 
cases on tha subject. Relevant provisions of other Acts and a form of 
hire-purchase agreement have been included in this useful addition to 
the legal and business man’s library. 
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New War Atlas 


Whitcombe & Tombs Ltd., the enterprising Australian and New 
Zealand publishers, have brought out a compact “New War Atlas’— 
The World at a Glance. At a time when the attention of all Australians 
is focused daily on one or another part of the globe, these latest maps 
will prove of considerable interest and utility. 

One of the most interesting of the territorial alterations arising out 
of war conditions is that shown on the map dividing France into occupied 
and non-occupied zones. Bombed areas, naval bases and oil fields are 
shown on a number of the illustrations. 








Rates of Taxation 

With John M. White and W. Benjamin as authors, a new publication 
by the Taxpayers’ Association of New South Wales appears at an 
opportune time. The Taxation Department is at present issuing a steady 
stream of assessments in respect of the year which closed on 30th June, 
1941, and the complicated rates applicable thereto will be found in Rates 
of Taxation 1941-1942. 

This manual contains a good deal of information regarding tax rates, 
not only those applicable to the Commonwealth and States, but to the 
taxes in force in New Zealand and the United Kingdom. A summary 
of taxes payable by companies is followed by an addendum on the ascer- 
tainment of capital and the proposed limitation of profits. 


Taxation of the Forces 


Another Taxpayers’ Association publication, by John M. White, is a 
booklet devoted entirely to the taxation of the Forces. Although de- 
signated Taxation of Military Forces it is really an explanation of the 
basis of taxing members of all defence services—military, naval and 
air force—serving at home and abroad. It explains the concessions and 
reliefs available, the obligations of employers and many other points of 
direct interest to those serving in the armed forces and their dependents. 


Australian Production 


Released by the Commonwealth Bureau of Census and Statistics, the 
thirty-fourth Bulletin of Production Statistics (Part II) has been pub- 
lished in Canberra. The contents, as distinct from Part I, which deals 
with Secondary Industries, relate to the Primary Industries of the 
Commonwealth and include a quantity of useful information regarding 
recorded production. 

New features are those dealing with tobacco production, sheep and 
lamb slaughtering, land in fallow and areas under artificially-sown 
grasses. 


Pocket Compendium 


Published under the authority of the Federal Treasurer by the 
Commonwealth Statistician, the 27th Pocket Compendium of Australian 
Statistics for 1941 is now available. 

This little booklet contains a large amount of useful statistical informa- 
tion in a handy compact form, brought up to the latest date available. In 
addition to presenting summary tables dealing with practically the whole 
range of Australian Statistics, the booklet gives the names of the 
Governor-General, State Governors, Commonwealth and State Ministers, 
Commonwealth Parliamentary Representatives, Administrators of 
Territories, Representatives in London and abroad, together with a list 
of names and addresses of the principal Commonwealth officials. The 
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latter has been extended to include the personnel of a number of war- 
time boards and committees. A comprehensive index has been provided, 
as well as a brief chronological table, calendars for 1941 and 1942 and 
a list of principal postal charges. 


Hire-Purchase Transactions 


The Hire-Purchase Agreements Act, 1941, is the first New South 
Wales legislation to deal with the hire-purchase system. Transactions 
embracing the hire of goods, with the title subsequently vesting in the 
hirer, have become so numerous that a codification of the law on the 
subject must be considered of great value to the community. 

The promulgation of this new legislation has been promptly followed 
by the publication of a handy-size manual on the subject by the Law 
Book Company of Australasia Pty Ltd. The Hire-Purchase Handbook, 
by R. Else Mitchell, Lv.s., Barrister-at-Law, is the Hire-Purchase 
Agreements Act indexed, annotated and explained with notes on the 
preparation of agreements and a table of decided law cases on the subject. 

Published at a moderate price this little volume should not only be 
on the bookshelf of all accounting and legal practitioners, but might with 
advantage be consulted by the man in the street who acquires household 
possessions on the hire-purchase system. 


Commonwealth Year Book 


The thirty-third official Year Book issued under the authority of the 
Commonwealth Government has just been published and contains a mass 
of statistical and other valuable information relating to all the States. 

Economic and financial conditions during recent years have caused 
a demand for new information, an information expressed in new terms, 
concerning many matters of finance, trade, prices, production and popula- 
tion, and considerable progress has been made in the latest volume in 
bringing closer to present-day requirements the chapters dealing with 
these branches of statistics, while a diary of the principal financial and 
economic events of more recent years has been included. 

The censorship restrictions have precluded the publication of certain 
statistics during the war but the data concerned is to be made available 
in a future issue. 

Obtainable at a nominal cost, this 1,000-page publication should be in 
every business library. 


‘New Caledonia 


Only eleven hundred miles from Sydney the Free French colony of 
New Caledonia is more in the public eye than it has been for many years 
past. Only now is the New Caledonian realising how much he looks to 
Australia for the necessities of life and for the protection that France 
cannot give him. 

No books on New Caledonia have appeared for some time, so that a 
new publication by Mr. Wilfred G. Burchett—Pacific Treasure Island 
(F. W. Cheshire Pty. Ltd., Melbourne, Publishers) is a welcome 
addition to publications on the territories of the Pacific. 

The author has travelled extensively on the island—as far as the 
mining region in the north and across to the fertile areas of the east 
coast. What he has seen and learned are embodied in his book in an 
attractive form, while its utility has been enhanced by the addition of 
an index and a comprehensive bibliography. 

W. Bruce RarInsForb. 

















202 


Wartime Responsibilities of Business Executives 
By C. L. S. Hewitt, B.cOM., A.C.A.A., A.I.C.A., A.A.LS. 


National Security (Landlord and Tenant) Regulations 


An amendment to these Regulations prohibits the recovery of posses- 
sion of premises on the grounds that a contract of sale giving vacant 
possession has been entered into unless a Fair Rents Board is satisfied 
that other suitable accommodation is immediately available for the 
person at present occupying the prescribed premises. 


National Security (Supplementary) Regulations 


All public holidays other than Good Friday, Easter Saturday and 
Anzac Day between now and June 30, 1942, have been cancelled. Work 
done on the cancelled holiday will be paid for by employers. 


National Security (Capital Issues) Regulations 

The rate of interest that may be accepted by any body other than 
banks, building societies and certain specified companies and partnerships 
on deposits made after March 12, 1942, is fixed at a maximum of 14% 
per annum. 


National Security (Values for Land Tax) Regulations 


The object of these Regulations is to postpone for the present revalua- 
tions of land required to be made for purposes of the Land Tax Assess- 
ment Act 1910-1940. The Regulations specify the values that will be 
placed upon land for the purposes of assessing land tax, in general the 
1939 values are to apply. 


National Security (Economic Organisation) Regulations 


By order published in the Gazette on March 14, 1942, the Common- 
wealth Bank fixed maximum rates of interest in terms of the foregoing 
Regulations. The maximum rate of interest on fixed deposits is 2% 
when the term of deposit is for two years or more and the maximum 
overdraft rate has been fixed at 5%. A similar restriction of 5% has 
also been placed upon interest rates on loans made by any person carry- 
ing on the business of life assurance where the loans are made on the 
security of a policy issued by the lender. 


National Security (Employment of Women) Regulations 


These Regulations provide for the employment of women in munitions 
work and aircraft production despite any provision to the contrary that 
might appear in various awards operating in industry. 


National Security (Mobilisation of Services and Property) Regulations 


The purpose of these Regulations is to enable the Government to use 
during the present war the services and the property of all persons 
within Australia. It is provided that a Minister or person authorised by 
a Minister may direct any resident in Australia: 


(a) to perform such services as are specified in the contract; 

(b) to perform such duties in relation to his trade, business, or pro- 
fession as are specified ; 

(c) to place his property in accordance with a direction at the disposal 

of the Government. 
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Wrapping of Goods 

A recent order prohibits the use of paper or cartons to pack any goods 
which are already reasonably wrapped or packed. This restricts con- 
siderably the use of paper, string and cardboard containers, the supply of 
which is already small. 


Time Payment 

On March 24, the Treasurer announced that under Regulations which 
will come into effect on March 27, drastic restrictions are imposed upon 
cash order and hire-purchase business. In addition to the licensing of 
these businesses and the restriction upon advertising certain minimum 
deposits and maximum periods of repayment are specified. The maxi- 
mum premium that may be made on the issue of a cash order is 9d. in 
the £1 and the principal must be repaid within twenty weeks. The 
maximum amount that any person may owe at one time to all cash order 
traders is limited to £10. 

These restrictions will reduce the immediate spending power of the 
community on certain commodities which are not readily available or 
the production of which has been forbidden. 





Labour Cost Control 
By A. J. GAIRNS, F.F.I.A., A.A.LS., A.C.A.A. 


In a concern manufacturing lines of a multiple and variety nature, the 
problem of segregating and controlling labour items is probably the 
most vital and difficult. I am speaking, of course, of the factory which 
is too large for the individual check by a competent official which may 
be possible in a workshop of, say, up to twenty hands, where the foreman 
is enabled to gauge the proper time and actually see that it is not ex- 
ceeded. In a larger concern, the mass of detail required to carry out a 
similar scrutiny is beyond the capacity of the few persons capable of 
gauging the requisite time and it is thus impossible physically to carry 
out any routine control similar to the smaller shop. 

With this problem in mind, the tendency to-day is to gauge the 
efficiency of the labour team as a whole by measuring their value of 
output (labour value only) against the actual wage bill. The advantages 
of this method are obvious. Its simplicity in presentation is clear and 
indisputable. The huge mass of detail is eliminated or reduced and the 
factory management is made directly responsible for the results of the 
labour it engages—the control office being concerned simply with the 
recovery in full of the labour set out in the factory estimates and stan- 
dard costs. 

The following disadvantages are noted : 

(a) It is possible for one job to lose at the expense of another—with 

the consequent result of one customer being treated unfairly. 

(b) Individual control is entirely lacking. 

(c) The sources of any loss on labour are not immediately apparent 

with the necessity of considerable delay in correcting anomalies. 


Personally, for the reasons outlined above, I prefer some additional 
controls to the method in total so often adopted. After a brief outline 
of the “master control” system, some of these subsidiary methods will 
be explained and criticised. 
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CoNTROL IN TOTAL 


Under a factory costing system suitable to, and operating under, a 
system of standard costs, the factory officials provide an estimate or 
standard on each article giving both material and labour required, in 
their opinion, to complete its manufacture. The cost accountant adds 
also his calculated standards for overhead, both factory and adminis- 
trative. These have been arrived at by a dissection of all overhead items 
either budgeted for a period ahead or expended actually in a completed 
accounting period. From this dissection, a rate is determined, either per 
hour or on a percentage basis, to recover the overhead expended. From 
these three standards—one each for material, labour and overhead—the 
standard cost is computed and used in fixing a selling price for the goods. 

From these standards, we arrive at our factory production at standard 
by simply recording all factory output and computing each line at its 
standard value for material, for labour and for expense. At the moment, 
we are concerned with the labour figures. Do not forget that due 
allowance must be made on each standard cost card for such features as 
rejects and lost time. The former must be added in the nature of a 
percentage to cover the possible number per hundred likely to be ruined, 
scrapped or rendered faulty from all causes. This figure may be assessed 
by the production official from his experience in previous manufacture 
or from his knowledge of the type of goods in production, also the 
efficiency of the plant and the standard of perfection desired by the 
customer. The degree of lost time is important as it is impossible to 
work at peak set rates for the whole time that output is proceeding. 
The differential rate must be added to cost to cover such aspects as 
break-downs, going for stock, booking in, minor repairs, etc. In one 
factory, this figure is as high as 74% of the total labour. 


AcTuaL LABouR 


Once determined, the agreed labour figure per article now charged 
into the completed factory production (giving a figure of “standard 
labour”) is set against the “actual” labour, obtained, of course, from 
the wages cheque. In order to arrive at a relevant figure, some trans- 
position of the wage sheets is usually necessary and must be carried 
out in an endeavour to arrive at a figure of “direct labour.” To do this, 
wages should be carefully dissected into 


(a) Indirect labour—foremen, carters, cleaners. 

(b) Holiday pay—when payment is made for gazetted public holidays 
—an expense. 

(c) Sick pay as required by most awards. 

(d) Overtime—in cases where time and one-half is paid, for instance, 
the “half” represents an overhead as output was maintained 
during the overtime hour. 

(e) Direct labour—the remaining figure representing the sum paid 
for direct factory output, but including some “assistants” such as 
stock carriers, chute attendants, etc. 


One difficulty in setting standards for labour is the problem of fixing 
a rate per hour before the job is actually started or else deciding on 
any amendment if necessitated by changes in the type of hand employed, 
alterations in awards, etc. 

This is generally overcome by setting a rate a little higher than the 
lowest rate expected to be paid, and it must be remembered that 
lad or improver labour is often used to offset any higher rate which 
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must be paid to one or more hands once the job is started. This matter 
is best judged by experience. 

It must not be forgotten also that a proper check is not possible unless 
the factor of work in progress at the beginning and at the end of the 
trial period is considered. For the very excellent reason that production 
during the period may have come from stocks and not from the labour 
expended, work in progress must be calculated at the same standard 
rates (for material, labour and expense) and, for the purposes of our 
labour check, work in progress at the beginning (labour portion only) 
must be added and, that at the end of the period, subtracted from the 
figure of direct labour. 


INCORPORATION IN ACCOUNTS 


It should be obvious to anyone who is accounting minded that the 
above procedure to obtain a ready check-up of standard with actual 
labour, would be best carried out as part and parcel of a costing system 
fully incorporated with the financial books of account. Accounts are 
opened in a factory ledger for 


(a) Direct labour. 

(b) Factory production a/c. 

(c) Work in progress—labour. 

(d) Finished goods a/c. 

In brief, factory production account is debited with wages and work 
in progress and credited with factory production at standard rates and 
closing stock figures. The contra entry for the production total is to 
the finished goods account. The sum difference between debit and credit 
sides of the production account, of course, is the profit or loss on pro- 
duction of labour standards against actual wage expenditure. In tabular 
form, the production account would appear as follows: 


Work in progress—opening stocks— 


RE ese Cu Gy go te Cirh sea ee ba ce ae oe 
ds Ws ts «6b Ue ad Sh Voss WO UA ae ee ee 
Ee are CLT TT 811 19 5 
Materials Used A/c—Requisitions .. .. .. .. .. .. 9407 2 1 
Direct Productive Labour .. .. .. .... 4.4.4... 4611 14 3 
Factory Overheads as per schedule—actual .. .. .. 5,607 3 11 
£24,789 2 6 
Less Work in progress—closing stocks— 
neem 
| ee kas 
So ee ee ere 907 12 4 
————- 4,010 12 2 
po a Pee eS ee ee 
Summary 
Debit— 
ee eS rn eS Ul 
EE cide brew ladiesuh-+s a0eeeg eee elie Sea wo 
0 EE ee ea ee eT lll 
£20,778 + 
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Credit—Factory Production at Standard— 





EE Ae ae re a ee ee ee 
Uo ge Ga oelta” mal ae’ eeesee 4,807 3 3 
EE aig aah cle Aide ba tae Ceca vw phar tae! ee 5,799 12 11 
£20,588 10 9 
Difference (Profit or Loss)— 
Ee So se we alee £330 14 7 
I ot oe Ct OG oe Sw war oe we 147 611 
CUE no. ne ae ee bb oe ek ae A 288 1 il 
pe ee eee eee ; DP aoe £189 19 7 


The main feature of these accounts (in so far as this essay is con- 
cerned) is that a loss has been incurred in labour of £147/6/11 which is 
almost 3% of the labour paid for. Although small, this figure must be 
judged in comparison with other periods. If a consistent loss, labour 
rates in standard costs should be increased slightly to meet it. If only a 
periodical loss, the figure will probably be evened up by subsequent 
profits and can be disregarded in connection with any proposed alteration 
to the standards. 


FINDING THE CAUSE 


Obviously, the first impression gained from the above figures and the 
ascertainment of the labour loss, is the complete failure of the accounts 
in this simple form, to pin the loss down to any section, department, 
process or job. The most urgent remedy is to produce the figures in 
such a form that departments, at least, will be dissected. This result 
is obtained by splitting wages, production and work in progress into 
departmental totals so as to give individual results for each. This 
is an immense advance and will be of vital interest to each departmental 
manager in particular. This is often the means of pinning the loss 
down to one section where either inefficiency, poor plant or optimistic 
estimates will be the cause of the trouble. 

This point brings us to the next important theme of this discussion— 
an extension of the control with the object of locating readily the cause 
of any unexpected losses and also to ensure that anomolies are rectified 
with a minimum of trouble. Up to date, it has been stressed that 
individual results ard not important and, in fact, in many cost offices, 
workmen’s time’ dockets are not even inspected. With a view to 
extending the control, however, those departments which handle work 
in “job” form should extend the records tod the keeping of a job card 
system. Probably, in any case, individual times are required on many 
jobs of a “do and charge” nature but the extension I am recommending 
is for all work in such departments to be recorded on an appropriate 
job card. This will mean opening cards for such work as “carting to 
store,” “attending to oven,” “greasing and oiling,” etc. The point is 
that these are the jobs which make up the “general” allowance referred 
to above and which can now be actually checked and rectified. Lists can 
now be compiled checking actual times with standard and furthermore, 
costs which were previously not worked out because the price was 
based on estimates, are now calculated fully on actual figures and such 
“actual” cost checked with the quote. Jobs which are losses are of vital 
interest to management and a conference or report should be called for 
to discover if the fault lies in labour excesses or some other factor 
equally as important. 
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EFFICIENCY RATING 


This system of individual check is, of course, not possible in all 
departments. When I refer to departments, I mean productive depart- 
ments as it has been assumed that service departments such as chemical 
research, maintenance, etc., have been charged equitably among the ones 
on actual production. Some productive departments may be on processes 
and it may be possible to assess the cost per unit processed which may 
disclose information of vital import especially if this can be broken 
down into labour figures as well. Other departments are handling 
the product in a multiple form, that is processing it in groups according 
to size, colour, or shape, say, in steam or cutting presses. In such cases, 
the production foreman’s estimate of the time on each unit has been 
taken and incorporated in standard costs. Whether this estimate is 
correct (or reasonable) can be determined only in either one of two 
ways, Viz. : 

(a) Time and motion study; 

(b) efficiency rating day by day for each operative. 

Much has been written on time and motion study. This aspect of 
factory work has been used not only to discover correct average working 
times, but also to secure expert advice in the elimination of slow, cumber- 
some or unnecessary movements and the substitution of improved 
methods of manufacture. By use of a stop watch and recording sheet, 
times for each movement are recorded and averaged over a number 
of the same job. This is a highly skilled observation and, with allow- 
ances added for fatigue, etc., gives a very close idea of the correct time 
for the work. 

It is rarely possible or necessary to time-study all work under pro- 
duction and another means of pinning down inefficiencies is to register 
standard minutes or allowances for each workman against actual minutes 
and assess a percentage of efficiency. For instance, in a day of 8 
hours there is a possible working time of 480 minutes or units. If a 
man, in that day, produces 30 articles on which an allowance is made 
of 6 minutes each (180 units) and 100 articles on which is allowed 3 
minutes (300), he is 100% efficient and is assessed as such. All work 
tickets are ruled to facilitate this calculation—columns being provided for 
article, number produced, allowance and units. In a space marked 
“office only” are lines marked “Total units,” “Total units allowed” and 
“Perfection ....%.” One reason why the word “units” is used is 
that, in certain cases, the machine is tended by two or three workmen 
in which case 960 or 1,440 units is allowed, as the case may be—all of 
which must be recovered to represent 100% efficiency on the part of 
all operatives on that machine. 


CHARTING RESULTS 


The fact must not be forgotten that, in a large organisation, even 
these figures will be just a mass of detail unless some means is discovered 
of readily following day-by-day changes in this rating. I have found 
that this is best achieved by means of charts and graphs. 

A graph plotted to show progressive percentage figures with the 
upright side representing efficiencies up to 100% is of invaluable assist- 
ance to the production officials. 

These charts need not necessarily be limited to individual employees 
as it is often the group effect of very poor results on one line combining 
numerous types and sizes which affects factory production figures. If it 
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is possible to secure comparison figures for machines making this one 
type of product and plot the efficiency figures, a very valuable lead will 
be obtained here in the value of the quoted times. 


Bonus RATES 


Once a proper system of labour control has been installed and is 
operating satisfactorily, a natural outcome is the desire to save money 
on labour outlay and to record such savings in an unmistakable manner. 
This is usually done by the institution of bonus rates or additional pay- 
ment to employees for extra effort expended. 

Great care must be exercised in connection with this payment that a 
fine line is drawn between a rate which enables the employee to earn 
possibly ridiculous wages thus indicating that pre-bonus wages were 
“loafers’”’ rates and, on the other hand, the fixation of a rate which 
calls for such ah effort from the employee as not to be worth while 
the trouble. A highly experienced production man and not the costing 
or administrative side should be in charge of this fixation. 

The principle of the bonus rate is, of course, to secure greater output 
from the employee in the same working time as previously. This is done 
usually by deciding a reasonable number for a day’s work and then 
allowing the operative to work at his own speed or his own hours in 
order to increase his production. Whether he reaches his quota or 
not, he must be paid his requisite award and care should usually be 
taken to see that no overtime is worked. The full benefit to the firm 
comes from the operative who produces more than his normal output 
for an 8 hour day in exactly that time. He is being paid at the same 
rate per article as his 8 hour day output and overheads per unit are very 
much reduced. He earns more himself and is much happier. 

Refinements such as this are easily adapted to a system which is 
flexible and can readily reveal the progress of such ideas in actual opera- 
tion. Departments which are recovering their overheads on a rate per 
hour or on a percentage basis on, say, direct labour should be “charted” 
to reveal the extent and degree of recovery. If not recovered, the reason 
—whether increased overhead or decreased wages—is important and 
should be ascertained. 
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